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THE EARL OF CROMER 


who is to succeed Mr G. F. Thorold as Head of the UK Treasury 
delegation and Economic Minister in Washington 
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A Financial Notebook 








Repercussions of 4 per cent 


THE reduction of Bank rate to 4 
per cent on November 20, the 
wider implications of which are dis- 
cussed in an article on page 759, 
took stock markets by surprise. 
Reactions were swift and definite: 
undated gilt-edged, which until the 
previous day had been ailing, rallied 
strongly, and equities, which had 
been marking time for a fortnight, 
leapt to a new peak for the year. 
The Financial Times index of indus- 
trial ordinary shares closed 1.8 points 
higher on the day at 214.5, leaving 
it within 10 points of the all-time 
high of 223.9 established on July 21, 
1955. ‘These movements were re- 
versed early in the following week, 
however, when the increasing tension 
in Berlin and the sharp fall on Wall 
Street combined to depress both 
equities and gilt-edged. 

In the money market the move 
was less of a surprise. A reduction 
of + per cent had already been 
largely discounted in the fall in the 
Treasury bill rate in preceding weeks. 
Interest rates on bank deposit ac- 
counts and on most overdrafts were 
reduced by the full 4 per cent, but 
the clearing banks cut their minimum 
rate on call loans to the discount 
market by only 3 per cent, and 
agreed to aim at an average rate of 
2% per cent on their loans to the 
market. ‘This implied a further 
widening of the margin between 
deposit rates and the average rate 
charged on money at call. In August, 
although reducing the minimum rate 


on call loans by the full $ per cent 
fall in Bank rate, the clearing banks 
had intimated that they would adjust 
the average rate at which they aimed 
in their loans to the market from 
14 to 1} per cent under Bank rate. 
This change became officially effec- 
tive on October 1 with the average 
at 34 per cent. In deciding to squeeze 
further the margin earned by the 
discount houses, the banks have no 
doubt been influenced by the com- 
paratively high yields still obtainable 
from short-term bonds. ‘The dis- 
count houses retorted, as in August, 
by raising their common bid at the 
Treasury bill tender on the day 
following the change by only 7d. 
In consequence the average rate on 
the 91-day bills allotted fell by only 
i to {3 8s 4.68d per cent. 


Reserves Still Rising 


Sterling weakened a little after 
the announcement of the reduction 
in Bank rate, though this may have 
been attributable more to Mr Khrush- 
chev’s dark hints about Berlin than 
to any widespread doubts about the 
wisdom of the authorities’ move. 
In the first three weeks of the month 
sterling had remained steady at 
around $2.80? against the United 
States dollar and, with the holiday 
season past, had registered useful 
gains against most continental cur- 
rencies. 

As is usual at this season, the tide 
of commercial payments is now 
running in favour of sterling. In 
October the gold and dollar reserves 
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rose by a further $54 millions, the 
biggest accrual since May and the 
thirteenth consecutive monthly gain 
recorded. At October 31 they stood 
at $3,174 millions. Britain’s deficit 
of £12 millions with the European 
Payments Union in October required 
a gold payment of $24 millions last 
month (against $28 millions in the 
previous month). This month the 
reserves may have to meet the 
annual interest and capital charge 
of $181 millions on the post-war 
loans from Canada and America. 


Decision on the Debts 


The Chancellor of the Exchequer 
is expected to announce the Govern- 
ment’s decision on the Canadian and 
American loan payments’ very 
shortly. Under the revised agree- 
ment negotiated last year Britain 
can defer the payment of principal 
and interest in any year until after 
the last of the regular instalments 
has been paid—on the last day of 
this century. Seven such deferments 
can be claimed but Britain under- 
took at the time not to claim miore 
than three in the years immediately 
ahead. A deferment was claimed last 
year, and the interest of $104 mil- 
lions on the loans for 1956 is counted 
as deferred and not waived, though 
this is not one of the seven “ bis- 
ques’”’. ‘There are thus strong tacr 
tical arguments against seeking a 
further deferment this year, and 
probably also a moral argument, 
since the agreement, although it laid 
down no precise conditions, was in- 
tended to assist Britain when she 
was in difficulties with her balance 
of payments. The Chancellor will 
also announce whether the Govern- 
ment has requested an extension of 
the stand-by credit of $738 millions 
with the International Monetary 


Fund. This credit was arranged in 
December, 1956, and was renewed 
for a further year last December. 
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Britain’s exports to the United 
States in October hit a new monthly 
peak of £26 millions, exports to 
Canada were also higher at {16 
millions. Britain’s total exports in 
October were £26 millions higher 
than in September at £267 millions. 
This 1s rather more than the normal 
seasonal increase and, although too 
much should never be read into the 
figures for a single month, it sug- 
gests that world trade may be be- 
coming more buoyant. Imports were 
£17 millions higher than in Septem- 
ber at £328 millions, and re-exports 
£1 million higher at £12 millions. 
The trade gap between imports 
(valued c.1.f.) and exports and re- 
exports (valued f.o.b.) dropped to 
£49 millions against £60 millions in 
September and an average of £33 
millions for the first nine months 
of the year. 


The Governor’s Third Term 


Mr Cameron Cobbold, who next 
February will complete his second 
five years as Governor of the Bank 
of England, has been reappointed 
for a further term; but he is not 
likely to serve for the full quin- 
quennium. Mr Cobbold was one 
of the first of the full-time members 
of the Bank’s staff to be appointed 
to the post of executive director 
created by Montagu Norman in the 
nineteen-thirties; and on his ap- 
pointment as Governor he was the 
youngest in that office for more than 
a century. Now, although no more 
than 54, he is completing twenty-one 
years as a full-time member of the 
Court, and had made it clear that 
he did not desire reappointment for 
a third term as Governor. It has 
been felt, however, that it would be 
undesirable for the governorship to 
change while the Radcliffe Com- 
mittee’s enquiry into the working of 
the monetary system is still proceed- 
ing. Mr Cobbold has accordingly 
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agreed to continue in office for the 
time being. Mr Humphrey Mynors, 
who became Deputy Governor in 
1954, has been reappointed for a 
further five years as from March 1 
next. Mr Mynors is 55. 





Matching Ex-Im Terms 


The Government has given dis- 
cretion to the Export Credits 
Guarantee Department to insure up 
to seven years credit on large air- 
liners and on civil aero engines, 
though only at the reduced propor- 
tion of 60 per cent (as against 85 per 
cent before) of the total risk. Until 
now the Department has been pre- 
pared to underwrite four-year credits 
to buyers of British aircraft and in a 
few cases it has covered five years. 

The new terms will effectively 
match those of the American Export- 
Import Bank, which has been giving 
credits for aircraft exports that 
average five years but occasionally 
extend over seven. ‘The Export- 
Import Bank is only an observer at 
the meetings of the Berne Union of 
credit insurers. Britain, however, 
is a full member and although the 
President of the Board of Trade has 
described the new terms as excep- 
tional and not part of a credit race, 
it remains to be seen whether this 
technical breach of the Berne rules 
meets with retaliation. 


Bank Liquidity Tautens 


A further unseasonable tightening 
of bank liquidity took place in the 
four weeks to mid-October, the latest 
period for which detailed figures are 
available at the moment of going to 
press. ‘The liquidity ratio shown for 
the clearing banks as a group de- 
clined by 0.2 to 33.2 per cent, the 
lowest October ratio for many years. 
The immediate cause of the further 
decline was the accelerated rise in 
bank advances; these, as recorded 


in a preliminary note in The Banker 


755 





last month, rose during the four 
weeks by £55 millions—to {161 
millions above their corresponding 
1957 total. Some £22 millions of the 
month’s increase was attributable to 
the National Provincial and Lloyds, 
neither of which is offering the new- 
style “‘ personal loans’. The former 
evidently deemed it expedient to 
buttress its liquidity by selling £10 
millions of investments. 


Oct 15, Change on 
1958 Month Year 
{mn {mn {mn 
Deposits .. 6744.6 +95.4 -+214.5 
“Net” Dep* 6441.2 +65.3 + 202.0 
Liquid yA 
Assets 2241.6 (33.2) +20.0 -—122.5 
Cash 548.8 (8.1) +10.9 + 18.2 
Call money 418.7 (6.2) + 65 - 7.9 
Treas bills... 1173.2 (17.4) -10.0 — 77.2 
Other bills.. 101.1 (1.5) 12.6 — 55.5 
«<< Risk bP 
Assets 4275.5 (63.4) +45.4 + 323.8 
Investments 2193.2 (32.5) - 9.7 +163.2 
Advances .. 2082.3 (30.9) +55.1 +160.6 
State Bds 79.3 +13.6 + 15.8 
All other 2003.0 +41.5 + 144.8 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 
Net deposits expanded by almost 
exactly the same amount as in 
October, 1957, but the index com- 
piled by Lloyds Bank suggests that 
this movement was a shade more 
than seasonal. Its counterpart in 
liquid assets was no more than £20 
millions, in sharp contrast from their 
growth by £86 millions in the similar 
period last year. Over the twelve 
months total liquid assets have de- 
clined by £123 millions; a substantial 
proportion of this movement has 
been attributable to the shrinkage 
in portfolios of commercial paper. 
The new information introduced 
in the October statement, briefly 
described in these columns last 
month, did not extend to the com- 
parative figures for earlier dates. 
For that reason it has not been 
practicable this month to adjust our 
regular comparative tables to take 
account of it. ‘The more refined 








figures now disclosed for the banks 
in the aggregate, especially for net 
deposits and advances, will become 
increasingly valuable as comparisons 
become available; we shall extend 
our tables accordingly but intend to 
continue the old series as well to 
show the longer trends. 

The new subdivisions of main 
items shown in footnotes on the 
October statement are as follows:— 


{mns 
Bank Cash 
Till money - 297.9 
At Bank of England 250.9 
Short Money 
To money market - 363.3 
To other borrowers - J 55.4 
Commercial Bills 
UK bills .. - Ss = 82.2 
Other 7 - sg ss 18.9 
Investments 
British Government securities.. 2,008.4 
Other ye 104.8 
Acceptances, etc. 
Acceptances and_ confirmed 
credits .. oo i 80.5 
Other engagements 421.4 
Items in Transit 103 .6 
Included in ‘“‘ collections ”’ item 8.0 
‘“* advances ”’ ns 95.5 


’” ’» 


Now that the aggregates of transit 
items are being disclosed, it has been 
thought unnecessary any longer to 
show Lloyds’ transit items separately 
in the combined return. ‘They are 
there now grouped in the advances 
total, which to that extent is non- 
comparable with all previous returns. 
Fortunately, Lloyds continues to 
reveal them in its own statement, so 
that an appropriate adjustment can 
be made in the combined advances; 


this has been done in the table 
overleaf and in those on_ pages 
817-818. 


FBI on Nationalization 


Any statement by the Federation 
of British Industries on nationaliza- 
tion must be judged not by its con- 
clusions—which are foregone—but 
by the strength of the arguments 
with which those conclusions are 
supported. By this test the report 








of a working party of the Federation 
under the chairmanship of Lord 
Sinclair, published last month,* 
scores very high marks. It sets out 
simply and dispassionately why, at 
least in the view of the authors, 
private enterprise is generally su- 
perior to public enterprise. The 
superiority of private enterprise, it 
is held, stems from the central 
position that it accords to profits. 
Profits are both the spur to greater 
efficiency and the only reliable yard- 
stick of technical success. These 
arguments are well known—though 
that in no way reduces their cogency 
—and it is a pity that the working 
party did not make more descents 
from the plane of generality. 

Far and away the best sections in 
the report are those dealing with the 
record of nationalization (to which 
is appended an admirable array of 
statistics) and with the scheme pro- 
posed by the Labour Party for the 
acquisition of equities by the state 
(which the report calls nationaliza- 
tion by the back-door). In dis- 
cussing the reasons for the poor 
financial record of the nationalized 
industries, the report places rather 
too much emphasis on inflation of 
costs and rather too little on the 
defects of pricing policies. 

The criticisms of the Labour 
scheme for state shareholding are 
very much to the point. State par- 
ticipation in the “ capital gains ”’ of 
private industry is shown to be an 
illusion, as is the contention that the 
Government will be able to exercise 
its control over a firm or industry 
qua shareholder. Furthermore: 

“The incursion of Government 
inte the field of the control of 
companies might undermine the 
joini-stock system under which the 
British economy has grown. New 
form: of ownership would be 
devised, or perhaps there would 





* Price, 5 shillings. 
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be a reversion to partnerships, in 
order to escape the hand of 
Government control. Moreover, 
if the Government invested only 
in large companies steps might be 
taken by those not yet large to 
see that they never became large. 
Private companies would remain 
private ven if they thus had to 
forgo the opportunity of raising 
capital for expansion. Thus would 
enterprise and growth be stifled ”’. 
These aspects of the Labour Party’s 
plan have received little attention in 
other discussions, and it is appro- 
priate that the FBI should emphasize 
their dangers. 


New Priorities in Pakistan 
Beyond introducing a stringent 
and somewhat over-simplified sys- 
tem of price control, the new mili- 
tary regime in Pakistan has not yet 
revealed how it proposes to deal 
with the country’s pressing economic 
and financial problems. Some indi- 
cation of these was given in the 
Governor's address at the recent 
tenth annual general meeting of 
shareholders of the State Bank of 
Pakistan. Mr Abdul Qadir declared 
that in 1957-58 inflationary pressures 
gained fresh momentum, as_ was 


evident from the continued rise in 
the price level; disequilibrium per- 
sisted in the balance of payments 
and the current account deficit in- 
creased; substantial imports of food 
grains were required to maintain 
supplies, and while foreign exchange 
earnings declined payments by the 
government overseas continued to 
run at a high level. 


The Governor pointed out that 
Pakistan’s output per acre is one of 
the lowest in the world, and declared 
‘‘in our enthusiasm for industrial 
development, agriculture, which is 
our chief industry, has been neg- 
lected”. The rate of growth of 
industrial production has _ slowed 
down perceptibly; a 7 per cent rise 
in 1957-58 was little more than half 
that of 1956 and less than one-third 
of the rate attained in 1955. 

Gold, dollar and sterling reserves 
stood at Rs 88.05 crores at the end 
of June, 1958, the lowest level since 
September, 1954, and considerably 
below the figure of Rs 139.47 crores 
at June, 1956. Of total foreign ex- 
change payments of Rs 204.04 crores 
made in 1957-58, government ex- 
penditure accounted for 48 per cent. 
Aid from the United States aggre- 
gated $143 millions during the year, 
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and it is obvious that without it 
Pakistan’s economy would be in 
serious danger of collapse. 

The first tasks before the new 
regime are clearly to expand food 
production and to consolidate the 
industrial gains already made, rather 
than to add to the already lengthy 
list of new manufacturing projects. 
A financial mission from Western 
Germany is at the moment examin- 
ing the country’s economy, and it 
would be surprising if it were to 
endorse new schemes of industrial- 
ization involving either current 
foreign exchange expenditure or 
foreign credits. 


Sir Cecil Ellerton 

Sir Cecil Ellerton, one of the best 
known among London bankers, is 
relinquishing his deputy chairman- 
ship of Barclays Bank at the end of 
this month, but will remain a mem- 
ber of the board. His many friends 


_—- 





have been glad to learn that he will 
also be continuing many of his 
activities in the City—notably his 
important work as chairman of the 
Foreign Exchange Committee and 
his chairmanship of the executive 
committee of the Banking Informa- 
tion Service. 

Upon Sir Cecil’s retirement, Mr 
John Thomson, a local director of 
Barclays at Oxford, will become sole 
deputy chairman of the bank; Mr 
Thomson was advanced from_ his 
vice-chairmanship last August. ‘The 
vacancy created at that level is to 
be filled by the appointment of Mr 
T. M. Bland, a local director at 
Ipswich and Chelmsford and also a 
member of the main board. Mr 
Bland comes of a family whose 
banking connections date from the 
eighteenth century. ‘The chairman 
of Barclays, Mr A. W. Tuke, has 
held that office since 1951; he is in 
his early sixties. 
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The Bank Gives a Lead 


AST month’s reduction of Bank rate was the fifth to be made this 
year, but it would be a great mistake to dismiss it as merely the 
latest in the series of easings from the crisis rate of 7 per cent. 
This move from 4} to 4 per cent deserves to be seen as a new and 

positive act of policy, more significant than its immediate predecessors, 
and certainly much more controversial. ‘The Bank this time is not simply 
confirming a trend: it is giving a lead at a moment of uncertainty. And 
there is room for doubt whether it was wise to do so. 

The special significance has little to do with the particular level of the 
rate. It arises chiefly from the fact that the change followed hard upon 
a volte-face in the previously confident mood of the gilt-edged market. 
The weakness of gilt-edged that began in late October owed something to 
the rumblings of international politics; but it was mainly a reflection of 
two quite separate (and indeed contradictory) lines of argument about 
domestic policy. ‘The general investor, on the one hand, was taking fright 
at the possibility that the measures to re-expand the economy would go 
too far, and were already piling up fuel for a new inflation. Some more 
sophisticated observers, on the other hand, were getting worried that 
monetary policy might not go far enough—in the sense that it might not 
prevent the revival of demand from recoiling too violently upon the gilt- 
edged market. Even thus early in the process of stimulating recovery the 
oficial grip upon bank liquidity had reached the point at which several 
banks had judged it expedient, with an eye on the rising trend of 
advances and the approaching seasonal strain on liquid assets, to lighten 
their gilt-edged portfolios. 

By reducing Bank rate at such a moment the authorities are deliberately 
running the risk of encouraging the incipient fears of a new inflation; and 
the question arises whether they are doing this in order to reinforce the 
expansionary measures or for the more limited purpose of reassuring the 
banks and other institutional investors that monetary policy will not be 
allowed to get out of step with general policy. At first glance many people 
supposed the second objective to be the dominant one, especially as the 
latest moment was fast approaching at which it would be practicable to 
launch a re-financing operation for the mid-January maturity of £592 
millions of 2 per cent Conversion stock, 1958-59. 

But the Bank rate lever was not the right one to pull for the purely tech- 
nical purpose. ‘The pulling of it did indeed provoke a sharp rebound in 
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the gilt-edged market and enabled the Government broker to resume his 
net “ funding ”’ sales of stock (instead of being a net buyer, as he had been 
in the weeks of strain). But if the aim was primarily to ease the minds 
of the institutional investors it would have been better to operate at the 
point of threat—either by assuring the banks that liquidity would not in 
fact be allowed to become excessively tight in the new year, or by improving 
the flow of liquid assets now. This could have been done by allowing 
the net purchases to continue for a while; alternatively, it could have been 
made plain that any replacement issue for the January maturity would 
either be postponed until the spring or would be so contrived as not to be 
the means of enabling the “‘ departments ”’ to increase their sales. ‘Tactics 
of that kind, if circumspectly employed, would have involved little risk of 
misconstruction by the general public, for the reason that only the sophisti- 
cated would have been aware of them. 

In the circumstances, the choice of the obtrusive method makes it clear 
that the major purpose was the wider one of providing some additional 
reflationary stimulus. The Bank rate reduction was, of course, fully 
justified on the so-called technical grounds, just as were the previous 
reductions. But the point had been passed at which it was reasonable to 
regard a further reduction as simply part of a natural sequence of readjust- 
ments, as a step towards which official policy would inevitably move in the 
absence of some untoward development and upon which the only decision 
required was one of timing. On the other hand, if on a somewhat longer 
view it is hard to guess in which direction Bank rate may have to move, 
the authorities would undoubtedly feel more advantageously poised at 
4 per cent than at 44 per cent. After the experience of January, 1955, 
when the rate was abortively raised from 3 to 3} per cent, the Bank will 
not lightly disregard again the convention that upward steps should not 
be less than a full point. Partly on these grounds, and partly because 
official policy was swinging into reflation, the market had looked for a 
move to 4 per cent in the early autumn, once it was clear that sterling 
would come triumphantly through the phase of seasonal pressures. But 
when these hopes were disappointed most people in the City made up 
their minds that the move was being kept in reserve for the new year, to 
provide if necessary a further shot"in the arm for the economy at its lowest 
seasonal ebb. And this deduction naturally looked even better founded 
when the gilt-edged market fell prey to new fears of inflation. 

By making the reduction now, before the conversion for the January 
maturity instead of waiting until after that repayment, the Bank is plainly 
saying that it is much less disturbed by that new shift of public opinion 
than it is by the fact of continuing recession in the domestic economy. 
In spite of the new expansionary measures disclosed in recent weeks, and 
in spite of the lists of projected expenditures that some commentators have 
been apprehensively totting up, the Bank seems to be reaffirming the opinion 
of the short-term problem that the Governor voiced in his Mansion House 
speech at mid-October. He then questioned whether the boom talk he 
had heard (when rising equities stood perceptibly below the peaks they 
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reached last month) was well founded and predicted that profits ‘‘ will be 
harder to come by than they were in the post-war period’. This 
cautious judgment was based in part on the belief that Britain’s economy 
had still not felt the full repercussions of the decline in commodity prices 
upon the spendings of its overseas customers. It also reflected the fear 
that the “‘ process of digesting recent capital development, coupled with 
the present less rapid extension of markets’, would involve a substantial 
decline in the capital outlays of private industry. 

That was a somewhat more pessimistic view than has since been taken 
by some observers—including, it seems, the Chancellor of the Exchequer— 
though it squares with the results of the Board of Trade’s sample enquiry 
into the investment intentions of manufacturing industry in 1959, which 
suggested a decline in fixed investment by about one-sixth. Much will 
turn upon the performance of total private investment next year; but even 
the most sanguine of forecasters would expect its demands to be smaller 
than they have been this year. That being so, it is hard to take very seri- 
ously the reviving fears that the economy might be quickly tipped over into 
a new inflation—if by that is meant an overload of aggregate demand. 

The Government’s measures to re-expand demand have admittedly been 
rather more extensive, as we pointed out last month, than was at first 
generally recognized, and since then the effort has been carried further. 
Just as our last issue was going to press the Government unexpectedly 
announced the withdrawal of all remaining controls over down-payments 
and terms for hire-purchase contracts—in spite of the excitement that had 
been aroused in the trades affected by the earlier concessions in this sphere. 
This was the signal for a reckless plunge by some traders and finance 
houses into competition in credit-giving, especially in the motor trade and 
in household equipment, starting a spending spree in these sectors and 
creating an atmosphere within which people have been prone to exaggerate 
the significance of the other measures that will tend to re-expand demand. 
Among these are several schemes designed for specific or social purposes, 
including the proposal to inject Exchequer funds into the building society 
movement to promote the financing of private purchases of older houses 
(this is fully discussed in later articles in this issue); the decision to provide 
Government finance to aid the construction in Scotland and Wales of two 
new steel strip mills of medium size, instead of the long-discussed large 
mill for one of those locations; the provision of longer credit guarantees 
for the finance of exports of certain types of aircraft (described on page 755); 
and the new aid for small farmers. 

At the same time it has become clear that the resumption of expansion 
of fixed investment in the public sector is intended to play a major part 
in the general reflation. In last month’s debate on the Queen’s Speech 
Mr Amory disclosed that the first relaxations had been made unobtrusively 
during the summer, with the aim of giving relief this winter in areas 
especially hit by unemployment; and the whole effort is expected to raise 
public sector investment in 1959-60 to perhaps £125-150 millions above 
the £1,425 millions estimated to have been spent in 1957-58 (when the 
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emergency limit was put upon further growth in the majority of cases). 
It is also assumed that expenditure would probably be held at around that 
higher level during 1960-61. Such an expansion, the Chancellor thought, 
would “be sufficient to offset any fall in private investment that is at all 
probable’ and would be “ by itself . . . the equivalent of jobs for up to 
150,000 workers in the two-year period ”’. 

If there were any likelihood that all these measures, including the stimu- 
lation of freer and cheaper lendings by the banks and the new facilities 
for providing Commonwealth governments with finance from the Exchequer, 
would develop their full effects quickly and simultaneously, then indeed 
there might be reason to fear that the reflationary effort had been overdone 
already. But that sort of response is almost inconceivable, unless the 
business atmosphere changes very dramatically. The Government is 
plainly now very anxious to ensure that domestic activity does not con- 
tinue to sag after unemployment reaches the seasonal peak, candidly forecast 
by Mr Macleod at 2.8 per cent, or about 625,000, for January or February, 
compared with the mid-October total of 514,000 or 2.3 per cent. But 
it cannot yet be fairly accused of rushing recklessly into “ panic” 
measures for the sake of getting the biggest and quickest response. ‘The 
excited atmosphere created in the markets for consumer durables is regret- 
table; but it is clear that the Government chose to scrap the hire-purchase 
controls chiefly because this form of stimulation is of short duration. It 
was especially concerned to avoid giving a cumulative boost to consumption, 
and hopes that the immediate lift at this point will last just about long 
enough to sustain the economy until the expansion of public sector invest- 
ment, and perhaps also of exports, gets under way. Similarly, in this 
expansion in the public sector, the Government claims to be concentrating 
upon expenditures that will in their turn be relatively quick-acting without 
growing cumulatively, so that there will be safe scope for the eventual 
resumption of growth in private investment, which is almost inevitably the 
slowest to respond. 

The fact that these sensible principles are being emphasized does not 


prove, of course, that they will be successfully followed, or that the refla- . 


tionary process cannot get out of hand. But it goes a long way towards 
confirming that the rise in unemployment, with the election looming ahead, 
has not after all caused any dramatic shift in the priorities that have governed 
economic policy in these past fifteen months. The Chancellor has said 
that he is prepared to step up the reflation if necessary; but he has likewise 
said that he would not hesitate to reverse the process if he thought the 
economy was swinging into inflation anew. So far as the aggregate level 
of demand is concerned, he is probably still well on the right side. But 
it is much less certain that there is any similar safety margin in the balance 
sheet of “‘ cost” inflation. How far can we go, in stimulating demand and 
general confidence at a time when world prices may be recovering and 
Britain’s terms of trade deteriorating, without provoking an excessive rise 
in wages? That is the question, the very difficult question, that must be 
kept in the forefront through the uncertain phase that lies ahead. 
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Europe—the Parting 
of the Ways ? 


‘HE French Government’s rejection of Britain’s proposals for a 

European free trade area has brought into the open the conflict 

between those who see economic integration as the key to expan- 

sion and dynamism, and those who regard it as a step towards 
political federation and as a means of moderating competition. Until last 
month it was always possible to believe that a little more patience would 
solve the difficulties of setting the common market of the European Economic 
Community in the wider context of European free trade. It seemed 
reasonable to assume that such an association was desired, at least in 
principle, by all the countries concerned. The uncompromising tone of 
the French Government’s statement that “it is not possible to create the 
free trade area as wished by the British’ has now shown that assumption 
to be unfounded. Unless there is some last-minute change of heart by the 
French, the first reductions in tariff and quota restrictions on trade within 
the common market, scheduled to take place on January 1, will reintroduce 
discrimination into intra-European trade. 

France, of course, has throughout the free trade discussions clung to the 
conception of the common market as a “ closed’ system—the dangers of 
this conception were emphasized by Professor Wilhelm Roépke in a notable 
article in the September issue of The Banker—but it was thought that 
France’s partners in the European Economic Community would be able to 
induce her to make concessions. What is so discouraging is the success 
that France has had in getting her views accepted by the other members 
of the EEC. ‘That success is apparent in the memorandum setting out 
their agreed views on the free trade area proposals that the six countries 
of the EEC (France, Germany, Italy, Belgium, Luxemburg and the Nether- 
lands) presented to the Maudling Committee of the Organization,for Euro- 
pean Economic Co-operation. This memorandum and the depressing 
choices with which it confronts the remaining eleven members of the 
OEEC are discussed below. First, however, it is necessary to trace the 
way in which French opposition to the free trade proposals has steadily 
hardened until it effectively blocks all further progress. 

In the foundation documents of the common market, and particularly in 
the report of the Spaak Committee published early in 1956, the path was 
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left open for some form of association with other European countries. It 
was envisaged that the European Economic Community would be outward- 
looking, and France never cast any doubts on that view. Nor did France 
offer a dissenting vote to the report of the OEEC committee, on which she 
was fully represented, that declared a free trade area to be practicable. 
The first indication of hostility occurred shortly after the signing of the 
Treaty of Rome, which contained the plan for the establishment of a 
common market, in March, 1957. The French Government then urged, 
in private, that negotiations for a free trade area should be postponed until 
after the National Assembly had ratified the Treaty. It argued that the 
introduction of such controversial proposals at that stage might con- 
demn the common market to the same fate as the European Defence Com- 
munity. Ratification was in fact achieved with surprisingly little difficulty, 
but the French still continued their delaying tactics and no progress could 
be made in the months of political chaos that preceded the advent of General 
de Gaulle and the emergence of the Fifth Republic. In February of this 
year the French Government announced its intention of producing a series 
of counter-proposals on the free trade area. ‘The discussion of these by 
the six countries of the EEC dragged on through the spring and summer, 
and it was not until late in October that a collective, but still incomplete, 
document was presented to the Maudling Committee. Even then there 
were further requests for delay, the French delegates at the OEEC meeting 
pleading that discussions on the free trade area should be postponed until 
the election of a new National Assembly had been completed at the end 
of November. 


‘¢Free Trade’’ or *“* Economic ”’ Association ? 


Many of the considerations that lie behind this long campaign of pre- 
varication and delay are set out clearly in the memorandum—known as the 
Ockrent Report after the name of the Belgian chairman of the drafting 
committee—put before the Maudling Committee in Paris. Since this 
important document has not been widely circulated its main conclusions 
are summarized in some detail here., It begins with a reaffirmation of the 
‘solemn determination’’ of the six countries to reach some agreement 
on association with the other countries of OKEC. The true basis of most 
of the objections to the present free trade proposals is then revealed in a 
suggestion that the term “‘ free trade area’ should be replaced by “ Euro- 
pean Economic Association”’. The title may seem immaterial, and the 
earlier name may perhaps have been undiplomatic, but the aversion to any 
reference to “‘ free trade’’ seems to be an ominous pointer to the protec- 
tionist philosophy that underlies the common market. Whatever lip 
service has been given in the opening remarks to the cause of an association 
is soon contradicted in the detailed provisions that follow. It is stated that 
an EEA treaty must not in any way affect the substance of the Treaty of 
Rome, and some of the specific points of difference that have emerged in 
the discussions of the Maudling Committee are then dealt with one by one. 
Significantly, priority is given to the problems of differential tariffs that 
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would arise if the EEA countries were to retain complete freedom of action 
in negotiating tariffs with third countries, and not required to conform to 
the uniform tariff of the EEC. Such differences, the memorandum stresses, 
would lead to diversions of trade and production that would favour countries 
with the lowest tariffs, and the difficulties that this would cause must be 
studied sector by sector, industry by industry and commodity by commodity. 
In the view of the authors such difficulties should be avoided by the 
co-ordination of tariff policy: even if the members of the Association do 
not pursue a uniform commercial policy with outside countries, they should, 
says the memorandum, achieve some co-ordination of their policies in order 
to avoid “ unfair’ diversion of trade. 

The system of Commonwealth preferences and the sterling area are 
then discussed. Although these are acknowledged to promote prosperity 
in the world as a whole, they are said to give Britain “ vast privileged 
outlets ’’ that would place the other European countries at a serious dis- 
advantage in their attempts to attract foreign, and particularly American, 
investment. If a European Economic Association were established, the 
argument runs, American enterprises would tend to come to the United 
Kingdom rather than to continental countries because their products would 
then have the double advantage of preferential access to Commonwealth 
markets and completely free access to continental markets. 

The memorandum also suggests that the EEA should accept the Treaty 
of Rome provisions for the harmonization of social security charges, equal 
pay for men and women, paid holidays and the length of the working week. 
Here again the fear of ‘‘ unfair ’’ competition is uppermost. It is further 
suggested that escape clauses, on the same lines as those incorporated in 
the Treaty of Rome, should be inserted in an EEA Treaty. Moreover, 
an additional escape clause is sought in the EEA Treaty, to safeguard its 
members, including the common market countries, against the disparities 
in the economic policies of individual countries. In all cases the invoking 
of escape clauses should be made unilaterally by the country in difficulties, 
although the continued use of these exemptions from the strict letter of the 
Treaty should be subject to some control by the Council of the Association. 
Finally, the views of the six on what the institutions of the Association 
should be are made known. ‘There would be a Council of Ministers on 
which the European Economic Community would be represented. All 
decisions of this council should be unanimous, which would mean that the 
common market countries, which would act as one bloc within the Asso- 
ciation, would in effect have the power of veto on all decisions by the 
Association. 

If this memorandum indeed refiects the views of the six EEC countries, 
it seems impossible that any progress towards a free trade area can be made 
without major concessions on their side. Certainly the “‘ European Eco- 
nomic Association” that the six apparently have in mind is far removed 
from any conception of a free trade area. ‘The essence of a free trade area 
is that members are left entirely free to decide their own tariffs and quotas 
on imports from outside the area. The ‘co-ordination’ of commercial 
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policies proposed in the Ockrent Report would mean that the Association 
would in fact be merely an extension of the common market. Unless the 
degree of co-ordination were very slight—in which case it would serve no 
purpose—it would tend towards the uniformity of tariffs and quotas that 
characterizes a customs union. The impossibility of reconciling Britain’s 
obligations to the Commonwealth under the Ottawa Agreements with its 
membership of a European customs union was emphasized when the 
common market project was first mooted, and was indeed the principal 
reason for Britain’s sponsoring the plan for the free trade area. 

At this eleventh hour no reasonable hope remains of getting a treaty of 
association agreed before the first tariff and quota changes under the 
Treaty of Rome come into effect on January 1. The Treaty of Rome 
provides that on that date the six countries of the European Economic 
Community will reduce by 10 per cent the tariffs that they apply to imports 
from each other, and will increase by 20 per cent whatever quotas restrict 
trade within the group. The reduction of one-tenth in the level of tariffs is 
unlikely to cause any perceptible diversion of trade. The British car 
exported to Belgium will continue to bear a duty of 30 per cent, whereas a 
German car going to that market will find the tariff reduced by 3 percentage 
points to 27 per cent. Moreover, these tariff changes will not apparently 
be made by Germany. Germany has made several unilateral reductions in 
tariffs during the course of the year, and although these have not been 
confined to imports from common market countries it regards them as an 
advance contribution towards the tariff reductions it will be called upon to 
make under the Treaty of Rome. The adjustments in quotas, which are 
to-day the main obstacles to intra-European trade, are likely to be far more 
important. An increase of 20 per cent in the French quota on motor cars, 
for example, might be applied in such a way as to shut out altogether the 
import of British cars, while opening the door somewhat wider to the 
import of German cars. Even Germany retains a formidable apparatus of 
quotas on agricultural products. Changes in these in favour of continental 
producers might bear harshly on countries, such as Canada and Australia, 
that have traditional markets in continental Europe. 


A Case for.Retaliation ? 


Apart from the damage that these selective changes in tariffs and quotas 
will cause, the continuing uncertainty about the future of a free trade area 
or association is bound to retard development. Several American firms are 
now considering increasing their investments in Europe and many European 
firms are also planning adjustments and extensions, and the location and 
form of this new investment will be strongly influenced by the chances of 
European free trade. 

This raises the question whether retaliation should now be brought into 
play. This was considered by industrialists of the “ other six”’, namely, 
the United Kingdom, Switzerland, Austria and the three Scandinavian 
countries, who met in Paris last month to consider their attitude towards 
the free trade area negotiations. It was decided that any threat of retaliation 
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at this moment would widen the differences that already divide western 
Europe and might further damage the Organization for European Economic 
Co-operation and its most valuable offshoot the European Payments Union. 
On the occasion of the last renewal of EPU the Swiss insisted on a break 
clause for the end of this year, which they could exercise if by then a 
treaty of association with the common market had not been agreed. ‘This, 
however, seems to have been a wholly precautionary measure and there 
has been no hint so far that the Swiss are contemplating withdrawing from 
the Union on January 1. 

Effective retaliation against the common market countries would require 
the virtual tearing up of the General Agreement on Tariffs and Trade. 
Among the countries of Europe only the Scandinavians are in any position 
to discriminate against the common market within the rules of the GATT, 
since they would do so in the cause of the customs union which they are 
now in the process of forming, a cause that under the GATT code excuses 
many sins, including, of course, those of the common market countries. 
[f the common market were to become an exclusive and highly protected 
area, Some countries might well leave the GATT. 

It has also been suggested that Britain might show its displeasure at the 
breakdown of the free trade area talks by making transferable sterling 
formally convertible. This would immediately lead to the winding up of 
the European Payments Union and the extinction of the automatic credit 
facilities that the Union allows to its members. ‘There is no doubt that 
such a move would hit France, the biggest debtor to the Union, severely 
and for this reason it might seem to be a powerful bargaining weapon. Con- 
vertibility, however, should not be decided on such narrow considerations. 

The wise course for Britain and for all other European nations at the 
moment is not to look for ways of hitting back but to try to preserve the 
framework of co-operation and liberalism that has been built up so patiently 
by the OEEC. Several of the common market countries are now seriously 
concerned at the threat to that framework. The French rejection of the 
free trade area has shocked them into action. The proposals put forward last 
month by the Benelux countries—that the tariff cuts scheduled for January 1 
should be extended to all fifty-three members of the GATT, and the increases 
in quotas to all members of the OEEC—are encouraging, mainly because 
they show that the liberals within the common market are at last awakening 
to the dangers of discrimination. ‘The Benelux proposals, if accepted by 
the rest of the six, should at least give Europe a further respite during 
which, it is to be hoped, some form of agreement on free trade can be 
reached. As we go to press it is not known whether the new plan that 
General de Gaulle outlined to Dr Adenauer at Bad Kreuznach makes any 
substantial concessions to the views of other members of the EEC. It does 
appear, however, that the French case for a “‘ closed’ market may have a 
far less sympathetic hearing at the coming meeting of ministers of the EEC 
at Brussels on December 3. To many of France’s partners in the common 
market the prospect of discrimination in European trade is no less distasteful 
than it is to Britain. 
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Financing South Africa’s 
Expansion 


RECURRENT INFLATIONARY STRAINS 


By L. H. SAMUELS 


JOHANNESBURG, mid-November 


URING the past two years there has been a distinct tailing-off 
in the rate of expansion of the South African economy. ‘Though 
economic activity and incomes remain high, the exuberant con- 
fidence of the business and industrial community has largely 
disappeared. Instead, there is a mood of caution and hesitancy, which is, 
perhaps, an understandable reaction after several decades of virtually 
uninterrupted economic growth, and prosperity. Since 1946 the gross 
national product at market prices has grown from £782 millions to about 
£2,238 millions in 1957, or by an annual rate of about 10 per cent. Allow- 
ing for the rise in prices, “ real’”’ incomes have risen during this period by 
over 4 per cent per annum, or by more than twice the rate at which the 
Union’s total population has grown. During the same period the volume 
of manufacturing production has expanded even more rapidly, by some 
7.6 per cent per year. The growth in real incomes has led to substantial 
improvements in the standard of living of the majority of the population. 
Throughout the post-war years "changes in international markets and 
fluctuations in investment expenditures have been the chief sources of 
growth and also of instability in the South African economy. Whenever 
the scale of investment or the prices of the Union’s major export products 
rose sharply, the rhythm of advance accelerated. ‘This has meant that in 
some years the aggregate level of spending, moving on a steady upward 
curve under the influence of rising public expenditures and consumption 
standards, has been pushed up into the regions of ‘“‘ over-full employment ” 
and inflation. In these circumstances, practically any production has 
become profitable, thus providing the motive power for further expansion, 
as long as conditions remained favourable for borrowing in the credit and 
capital markets. Whenever export incomes declined or capital expenditures 
contracted, as in 1952 after the collapse of the Korean boom, demands 
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abated, some slack in employment appeared, and the tempo of activity eased. 

After a period of intense economic activity South Africa is now evidently 
in a downward phase of readjustment. In recent years the Union’s immense 
constructional and investment boom has shown a clear tendency to flag. 
Since 1955 private investment has declined absolutely with the completion, 
for the time being, of large-scale capital projects. In gold mining, for 
example, capital expenditures have fallen noticeably since 1954, as a result 
of the bringing into production during the post-war period of 22 new mines 
in the Orange Free State, Far West Rand, Far East Rand and the Klerksdorp 
areas—a remarkable feat even in the remarkable history of gold mining in 
South Africa. During the past three years there has also been a significant 
slackening in building activity, because of the satiation of post-war demands, 
higher bond rates, and rising construction costs. After rising steeply to a 
peak of £94 millions during 1955, investment in manufacturing has fallen 
by almost a quarter, as capacity has become more than adequate to meet 
current requirements. As a result of these tendencies gross fixed invest- 
ment in machinery, plant and equipment, after reaching a peak of £198 
millions in 1954, declined to £179 millions in 1957. 

The decline in the volume of private investment has been more than 
offset by the further expansion in public investment. Indeed, aggregate 
gross Capital formation for the Union (including South West Africa and the 
Protectorates), according to official calculations, amounted to £525 millions, 
or about one-fifth higher than the level attained in 1953. Investment in 
transport, power, roads, housing and other public services, which accounted 
for 30.1 per cent of aggregate investment during the years 1946-51, has 
increased to over 37 per cent during the subsequent six-year period. The 
striking expansion of public investment in recent years reflects the strenuous 
efforts now being made by publicly-owned or operated undertakings to 
“catch up” with developments in the rest of the economy. ‘Transport 
facilities, for example, are still inadequate to cope with the volume of traffic 
despite an expenditure of more than £300 millions since 1948. During 
the past six years gross capital formation on the railways has risen from 
{22 millions to £75 millions. For the financial year ending March, 1959, 
loan and betterment expenditures are expected to reach almost £79 millions, 
and a still higher figure in the following year. 

The expanding scale of public investment expenditure, superimposed 
on a still high level of private investment, has extended an investment 
boom almost unparalleled in the Union’s history and high in comparison 
with the levels attained in the main western countries. During the whole 
post-war period the ratio of gross investment to the gross national product 
has averaged about 26 per cent. 

The carrying out of this investment programme has imposed a great 
strain on South Africa’s resources. Fortunately, the Union’s ability to 
invest, at any rate until recently, was not limited by its current domestic 
savings. During most of the post-war years the Union was able to draw 
substantially on the resources of overseas countries, because of large foreign 
investments, the ability to run down accumulated gold and foreign exchange 
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assets, the remarkable growth in her exports, and improving terms of trade. 
Between 1946 and 1951 net foreign borrowing, including the realization of 
gold and other foreign exchange assets, financed over 42 per cent of the 
investment programme. Even so there were difficulties, which were bound 
to grow as the Union’s ability to draw on foreign resources diminished or 
its investment programme extended. After the great inflation of 1950-51, 
the net inflow of foreign funds (allowing for the numerous transactions on 
capital account. including “foreign” investments by South Africans) 
declined to an annual average of £30 millions compared with about £85 
millions during the period 1946-51. The decline continued during 1955 
and 1956, and in 1957 there was a net outflow of private foreign funds. 


Outpacing Export Earnings 


Fortunately, these adverse movements on capital account have been 
more than offset by the remarkable growth in the value and volume of the 
Union’s exports, which have reduced the deficit on current account to 
negligible amounts during the last few years. Since 1950 the value of 
merchandise exports (excluding gold) has grown from {122 millions to 
£217 millions in 1957. ‘These figures include uranium exports and other 
“prescribed materials”? under the Atomic Energy Act, which last year 
amounted to about £50 millions. Between 1950 and 1957 the annual 
value of gold output rose by about £68 millions to some {£213 millions. 
Compared with 1949, the value of total exports (including the annual value 
of gold output) has increased by about 154 per cent, and by 83 per cent 
since 1950. Without this striking expansion in export earnings the Union 
could evidently not have sustained its present scale of investment or its 
rate of economic expansion. Even so, the growth in export incomes did 
not obviate pressure on reserves for a rapidly developing economy in a world 
in which there was a growing scarcity of capital resources for foreign invest- 
ment and a reluctance to participate in the exploitation of the Union’s rich 
resources. These difficulties could have been avoided only in the idealized 
conditions where the local population practised abstinence on a scale sufh- 
cient to release resources for the investment programme, and where the 
propensity to consume imports roughly balanced receipts of foreign exchange. 
The expansion in export earnings dfd, of course, have the usual stimulating 
influence on aggregate incomes, spending and saving. Gross domestic 
savings have risen significantly since 1949, though not as rapidly as expendi- 
ture on new resource developments and the construction and expansion of 
productive facilities. ‘Throughout the post-war years consumption has 
risen steadily, accelerating whenever restrictions on expenditure weakened 
(as happened last year with the substantial relaxation of import restrictions), 
or whenever incomes rose sharply as during the Korean inflation, or as a 
result of the large-scale movement of the non-white population from the 
countryside into the orbit of modern industry. 

The failure to attract adequate funds from abroad in recent years and 
the unwillingness or inability of the local population to reduce their present 
consumption standards have compelled the authorities to resort to a variety 
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of measures to extract the necessary savings to match planned investments 
in the so-called “‘ basic services’”’. Substantial official loans have been 
raised in the leading capital markets of the world, and attractive induce- 
ments, sometimes not enjoyed by South Africa’s own citizens, offered to 
foreign investors. ‘The most recent example is the exemption from normal 
income tax of profits made by foreign companies from the sale of shares 
and gold acquired in the Union with foreign currency, with the specific 
object of encouraging the formation of the recent American South African 
Investment ‘Trust as well as attracting further American capital. 

The Government has also sought to “ solve”’ the problem of an inade- 
quate volume of savings by import restrictions, which have operated with 
varying degrees of severity since 1948, by budget surpluses, and, in recent 
years, by relying heavily on its sovereign powers of credit creation. ‘Though 
the Reserve Bank is not, perhaps, as active now as in former years in “ sup- 
porting ’’ the bond market, the volume of bank credit has been substantially 
expanded to keep interest rates below their ‘‘ equilibrium level ”’ in con- 
ditions of extreme stringency in the capital market. Recently, in pursuit 
of its so-called “‘ selective monetary policy ”’ the Reserve Bank has used its 
powers to require the commercial banks to maintain supplementary reserves. 
Since June these reserves have been raised from 2 per cent of the banks’ 
total liabilities to the public in the Union to 8 per cent.* Such reserves 
are in addition to the minimum balances that the commercial banks have to 
maintain with the Reserve Bank. Whatever the merits of this additional 
control, it can clearly become a powerful instrument for diverting the 
available investible funds into the “ public sector’’. The banks are per- 
mitted to hold these reserves in certain approved assets such as ‘Treasury 
bills, short-dated Government stock, and deposits with the National Finance 
Corporation. 

Despite these measures intended to restrain private consumption and 
even private investment (in pursuit of a “ policy of consolidation ”’) the 
inflationary growth of money incomes has continued. The volume of 
imports, despite import restrictions, has grown; costs and prices have risen 
steadily, as they had to, to defeat consumers who tried to exercise their 
apparent freedom to consume; and the artificial maintenance of interest 
rates below their equilibrium level has encouraged projects involving large 
capital outlays, thereby increasing the “ capital intensive’ character of 
the Union’s post-war investment programme. It is difficult to believe 
that capital projects such as Sasol (oil-from-coal), costing some £48 millions, 
would have been undertaken if the real shortage of investible funds had 
earlier reflected itself in a higher interest rate structure. 

Domestic savings have undoubtedly risen strikingly as a result of the 
growth of “forced”’ savings from high profits and incomes, and have 
during the past six years financed, on the average, almost 91 per cent of 
the gross domestic capital formation. Some of the Union’s less responsibl 





* A further increase to 10 per cent, the maximum permitted under the Act, that was 
due to be made on November 21 has been cancelled. Instead the authorities have announced 
that the ratio will be reduced to 6 per cent. 
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politicians and more thoughtless financiers and economists have concluded 
from these figures that the Union is now largely independent of foreign 
investment. What is frequently overlooked is that the maintenance of a 
high level of investment has been due to some foreign borrowing, a remark- 
able growth in exports (attributable to the rapid exploitation of rich resources, 
particularly gold and uranium, which have paid a relatively early return), 
restrictions on expenditure abroad, the ability to run down gold and foreign 
exchange assets accumulated during favourable periods, and continuing 
inflation, with its damage to the Union’s balance of payments. 


Self-defeating Policies 


There are, of course, numerous recent examples in other countries of 
the damaging consequences of forcing the pace of development in con- 
ditions of an acute deficiency of savings. What is paradoxical in the case 
of the Union is the persistence of an excess demand for foreign exchange 
in conditions in which exports have grown more rapidly than aggregate 
output. In consequence, the leading gold-producing country has for some 
time found it necessary to ration the dollar exchange requirements of its 
citizens, and is now short of sterling. 

This paradox underlines the deficiencies and self-defeating character of 
existing fiscal and monetary policies. Fortunately, the painful lessons of 
last year’s spending spree are still fresh in the minds of the authorities. 
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As a result of a considerable easing of import control during 1956-57, mer- 
chandise imports increased by £45 millions to £284 millions between the 
second half of 1956 and the second half of 1957, while total exports, including 
the net gold output, increased by only £11 millions. During the first half 
of this year imports increased by a further £35 millions to £309 millions 
compared with the corresponding period of 1957. This expansion in 
imports could not have taken place in the absence of a further substantial 
growth in bank credit. The advances and discounts of the commercial 
banks in fact increased by £56 millions to £344 millions between June, 
1957, and April, 1958, or by almost 20 per cent. In the ordinary course of 
events, the sharp deterioration in the Union’s balance of payments after 
the middle of 1957 would have reduced the cash and other liquid assets of 
the commercial banks, and, therefore, their capacity to create credit. The 
commercial banks were in fact able to add to their assets until the end of 
last year, beacause of the expansion in Reserve Bank credit to assist in the 
financing of government and quasi-government requirements. Moreover, 
in an effort to forestall a rise in interest rates, particularly after the increase 
in the British Bank rate from 5 to 7 per cent in September, 1957, the 
authorities re-imposed control on exchange transactions by Union residents 
with the sterling area; transactions with residents of non-sterling countries 
were already controlled. As a result, a substantial discrepancy emerged 
between local rates and those prevailing in the London market. ‘There was 
a net outflow of private funds estimated at {£27 millions during 1957, and 
an increasing proportion of foreign trade had to be financed in the Union. 
In consequence, the Reserve Bank’s holdings of gold and foreign exchange 
declined rapidly from £135 millions in March, 1957, to £73 millions in 
May, 1958, almost a post-war low. 


Learning the Lesson ? 


This reduction in the ‘“ cash”’ of the banking system created a marked 
stringency in the credit and capital markets, and compelled the authorities 
to take action to correct the disequilibrium in the Union’s balance of pay- 
ments. Following the revision of the Reserve Bank’s pattern of rates for 
open market operations in February this year, there has been a steady upward 
adjustment in all bond and money market rates in subsequent months. 
Since the general election last April measures have been taken to limit com- 
mercial bank credit by the institution of supplementary reserves, and new 
restrictions have been imposed on exchange transactions, hire purchase and 
borrowings by local authorities. Last July the Minister of Finance also 
announced substantial increases in customs and excise duties to curb spend- 
ing, as well as further measures for financing the Government’s loan pro- 
gramme, including the issue, for the first time, of five-year Treasury bonds to 
individuals up to a maximum of £10,000 per individual, carrying an interest 
rate of 5 per cent per annum free of tax. This implies an equivalent net 
yield of about 11 per cent even to standard-rate taxpayers. 

The measures taken to restore equilibrium in the Union’s external accounts 
are already having perceptible effects on the level of imports and exchange 
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reserves. Since the end of May this year the Reserve Bank’s holdings of 
gold and other foreign assets have increased by £23 millions to £96 millions 
at the end of October. This improvement in monetary reserves is likely to 
continue as a result of seasonal factors, as well as the declining trend in 
interest rates in the United Kingdom and elsewhere. In the circumstances, 
the decision of the monetary authorities to maintain, for the time being, 
the present level of interest rates in the Union and not to follow the easier 
tendency abroad is wise. Indeed, there is good reason to believe that 
interest rates in the Union are still below their equilibrium level—otherwise 
there would be no need for import restrictions and other controls. 

It still remains to be seen whether the authorities have reached the stage 
where they are prepared to deal fundamentally with South Africa’s financial 
difficulties by reducing a level of demand, which is too high in relation to 
existing and prospective export incomes and the annual flow of funds from 
abroad. Failing a still more striking improvement on capital account or a 
sharp revival in export earnings, it may be difficult to avoid reductions in 
aggregate expenditure, whether on investment or consumption. 

During the first nine months of this year total exports of merchandise 
(including gold bullion) amounted to £463 millions, or £34 millions less 
than in the corresponding period last year. ‘The decline in merchandise 
exports alone (excluding gold and uranium sales) amounted to £48 millions 
during the same period, because of falling commodity prices and a decrease 
in farming output owing to unfavourable weather. Exports of wool alone 
were lower by £17 millions at £29 millions. ‘This decline in export earnings 
is having the usual depressing influence on the growth of aggregate incomes 
and the level of spending. Intensified competition to maintain business 
turnover in a period of slackening demands and rising costs is reducing 
profit margins and the capacity or willingness to undertake fresh investments. 

It may be that the easing in the tempo of economic activity will provide 
its own cure for the Union’s immediate economic and financial difficulties 
by provoking a revision of investment and other plans. A reduction in the 
level of domestic spending is inevitable in the absence of an improvement in 
world commodity prices and a substantial increase in the inflow of funds 
from abroad. Yet this is a remedy that the authorities may seek to avoid 
by enlisting the aid of further inflation, with its paraphernalia of more 
restrictions and controls. But the futility of such measures in an “ open 
economy ”’ must now be obvious. 

The argument is not that the South African economy 1s slipping into a 
severe economic crisis, or that it requires a serious contraction to purge it 
of its present economic ills. The inherent strength of the economy 1s 
indeed considerable, while its capacity to adjust to the long-term conditions 
of prosperity has been considerably enhanced by recent mining and uranium 
developments. Nevertheless, the strengthening of the Union’s banking and 
economic position may still demand a tighter rein on credit than the 
authorities or the public have so far envisaged. Only in this way can the 
authorities ensure the larger monetary reserves that are essential to attract 
to South Africa the capital still so necessary for its physical development. 
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As I See It... 


By SIR OSCAR HOBSON 


























Three Democracies 


HARE-OWNING democracy ”’, “ property-owning democracy ”’, 
‘* banking democracy ”’—these are terms which are on many people’s 
lips nowadays. The past month has brought developments in 
respect of all three. <A private Bill has been introduced in the 
House of Commons having for its object the removal of any doubts as to 
the legality of paying wages by cheque. If passed, which seems rather 
doubtful since it is a private member’s Bill not very high in the ballot, it 
will clear away one important obstacle impeding the penetration of the 
“banking habit’ down through the social strata—which was the main 
subject of my disquisition in The Banker last month. 

As for the share-owning democracy, there have been a number of notable 
events in recent weeks—several highly successful public offers by Unit 
Trusts, the plan advanced by a prominent hire-purchase finance house to 
enable investors to pay for shares by instalments, and another plan, 
elaborated by “‘ Aims of Industry’, under which industrial compantes 
would set up “ shop companies ”’ 
shares in companies adhering to the scheme, including shares of the com- 
pany sponsoring the particular “ shop ”’. 

The great merit of the Aims of Industry scheme is that it simplifies the 
tiresome and protracted routine which the ordinary buyers of securities on 
the Stock Exchange have to go through. It does this by providing that 
shares bought by workers through the share shops shall be issued to them 





or share shops to sell to their workers 


in the form of bearer certificates. It has received duly qualified assurances 
from the Government that the wartime regulations prohibiting the issue of 
share certificates to bearer will be waived to enable this to be done. 

What the Aims of Industry plan does not and cannot do is to reduce 
the unduly high cost of buying and selling shares—though it does indeed 
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suggest that the cost falling on the worker-investor might be reduced if the 
sponsoring companies, i.e. their shareholders, were willing, as their con- 
tribution to establishing the scheme, to pay the 6 per cent stamp duty on 
conversion of shares from registered to bearer form. 

Personally, I feel strongly, as I said in The Banker last month, that the 
share-owning democracy is not going to get very far until these vexatious 
stamp duties, relics of a bygone age and to-day both inappropriate and 
unnecessary, are swept away root and branch. 

But the most important event of the past month in the field of financial 
democracy is unquestionably the issue of the Government’s scheme assisting 
the purchase by the occupiers of “‘ older’ dwelling houses, i.e. those built 
before 1919. The importance of the scheme lies, of course, in the fact 
that it is the result of an agreement with the Building Societies and will 
involve a radical change in the status of the “‘ movement ”’. 

Hitherto, right from its inception in the latter part of the eighteenth 
century, the movement has been run on strictly “‘ mutual”’ lines. The 
societies have borrowed from (mostly small) investors and have lent to (mostly 
small) owners of house or other real property. ‘They have adjusted the 
interest rates paid out to investors and those charged to borrowers so that 
the sums provided by the former matched the sums lent out to the latter. 
They have been subjected to a certain amount of control by the Govern- 
ment, but hitherto they have received no help or favours from the Govern- 
ment. ‘They have been proud of the fact, and have had a right to be proud, 
that they have not been beholden to the Government and have owed it 
nothing. 

This state of affairs is now to be changed. The societies are to accept 
funds from the Government which are to be re-lent to occupiers of pre-1919 
houses wishing to purchase them. It is held that this class of householder 
has, hitherto, been unduly handicapped, in that the societies, faced with a 
total demand for mortgage accommodation which they could not meet, 
have discriminated against them. From the Government White Paper, 
nevertheless, it appears that about one-eighth of their total advances of 
around {375 millions have in the past year or two been lent for the purchase 
of these older houses, while the largest society, the Halifax, has claimed 
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that one-third of all its loans (representing one-quarter to one-third of the 
total sum advanced by all societies on these older houses) has been on the 
pre-1919 houses. 

Now, i.e. after the passing of the necessary legislation, the Exchequer is 
to lend to approved societies the £40-50 millions which they have hitherto 
been lending on the older houses and this money is to be earmarked for 
financing advances for the purchase of houses of this class of a value not 
exceeding £2,500. 

Yet, not the whole of the Exchequer money will be additional to the money 
already advanced on the pre-1919 houses. ‘The societies, in the words of 
the White Paper, “‘ will do their best to make advances of up to 95 per 
cent ’’—at least the temptation to make it 100 per cent has been resisted— 
‘for as many purchasers of these 1918-40 houses as want such advances ”’. 
But as matters stand, there will be no obligation on the movement, and 
certainly not on any individual society, to increase its total lendings on 
1918-40 dwellings beyond what they were before. The White Paper, in 
fact, definitely contemplates that “‘a consequence of the Exchequer loans 

. will . . . be to enable the societies to lend substantially more than at 
present on the newer houses’’. The societies, in fact, are doing much 
more than accept Government money for relending, as agents of the 
Government, on a particular type of property which the Government thinks 
has been neglected. ‘They are accepting help which will be of advantage 
to them in the general conduct of their business. For anything that appears 
in the White Paper, they may even be able to lend part of the money 
‘released ’’ on property loans at high rates of interest. 


A New Wave of Amalgamations ? 


There are two other aspects of the Government house-purchase plan 
that demand consideration. These are the proposed arrangements for 
‘“ approving ”’ building societies, and the proposal to confer trustee status 
on the deposits of approved societies. 

The qualifications for approval are defined in some detail in the White 
Paper. I cannot go into them fully.* But, briefly, to qualify for approval 
(by the Chief Registrar of Friendly Societies) building societies must have 
total assets of not less than £500,000, must maintain “ liquid funds ”’ of 
not less than 74 per cent of total assets (excluding the Exchequer loans) 
and 334 per cent of deposits, and must maintain “ free ’’ reserves (including 
any reserves against depreciation of, or losses on, investments) of 24 per cent 
of assets—with the proviso that 14 per cent shall suffice for the years 1957 
and 1958 and 2 per cent for 1959. 

These provisions call for two comments. ‘The first is that the £500,000 
‘minimum assets qualification will exclude a large number of sound and 
well-managed small ‘‘local”’ societies. It has long been said to be 
“ inevitable ”’ that small building societies must merge their existence with 
other societies, large or small, to form more economic units. ‘The process 


* They are discussed in an article on page 782.—EDITOR. 
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in actual fact has been a much slower one than might have been expected 
—from which one might conclude that these small local societies have, 
after all, had an economic justification for existence. But now it looks as 
though they will really have to go. They will not be allowed to handle 
Government money for pre-1919 lending and their deposits, even though 
“as safe as houses ”’, will not have the trustee cachet. I don’t know that 
their disappearance as individual entities is a matter for tears but, in the 
circumstances, I don’t think that it is a matter for satisfaction. 

And now there is this question of reserve ratios. For many years past 
the Building Societies Association has proclaimed it, not indeed as a definite 
requirement but as a reasonable and proper target, that member societies 
should seek to maintain reserves amounting to at least 5 per cent of total 
assets. Under the expansionary forces operating in recent years, this 
5 per cent ratio has become increasingly difficult to attain. Now it is 
more honoured in the breach than the observance. Of the seven largest 
societies only one (and that one not a member of the Association) in its 
1957 balance sheet showed a ratio of reserves to assets (after writing invest- 
ments down to market value) of over 5 per cent. ‘Three show ratios of be- 
tween 1 and 2 per cent. Yet the Association has never said that it has had 
second thoughts; it has never said that under modern conditions 5 per 
cent was an unduly exacting ratio and that the reasonable ratio to aim at 
was 5— x per cent. Never, that is, until now. Now with the prospect of 
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£50 millions of Government money and trustee status for its members’ 
deposits dangled before it, the Association has hastily concluded that after 
all 24 per cent of reserves (and even 1} to 2 per cent temporarily) is quite 
good enough. I think it is an unjustifiable depreciation of standards. 

As to the trustee status conferred on the deposits (but not, of course, 
the shares) of the approved societies, I see no particular objection to this, 
though it is one more example of the way in which the original purpose of 
creating trustee investments has been distorted. Instead of making the 
interests and security of trustees and their beneficiaries the criterion for 
nominating particular securities as trustee investments, the practice now is 
rather to regard trustee status as a privilege to be conferred on favoured 
borrowers. Joseph Chamberlain started the custom with Colonial Stock 
Act of 1900. In elevating building society deposits to this dignity, it can 
hardly be pretended that there was any need in the interest of the public 
to extend the list of trustee investments and one wonders on what principle 
it could be contended that building society deposits are worthy of the 
‘status ’’ while the deposits of the great clearing banks are not. 


No Help for the Halifax 


But now a word must be said about the position of the biggest building 
society, the Halifax, in relation to the scheme. The Halifax can, and 
doubtless: will, qualify for “ approval” so that its deposits can become 
available for investment by trustees. But it cannot, unless the White Paper 
plan is amended, participate in the Exchequer advances for relending on 
pre-1919 houses. It cannot do that because the plan provides that the 
interest rate to be charged to the societies on these advances shall be 4 per 
cent below the rate recommended by the Building Societies Association for 
mortgages on private houses for owner-occupation. ‘This rate is now 
6 per cent so that the rate payable by the societies to the Exchequer will 
be 54 per cent. But the Halifax Society, which left the Association two 
years ago, has recently given notice that its rate on owner-occupier loans is 
to be reduced from 6 to 54 per cent. No society can afford to lend at the 
same rate as that at which it borrows. As matters stand, therefore, the 
Halifax, which, as has been noted, has been much the biggest lender of all 
societies on the pre-1919 houses, will not be able to participate in the 
Government scheme. 

So the society that has done most to help that class of householders 
which the Government scheme is designed to help, will be left out of the 
scheme. ‘That is a remarkable result which will need a lot of justifying. 
I can say that with the less compunction, because I did not, and still do 
not, approve of the action of the Halifax in leaving the Association and 
because I have considerable doubts about the wisdom of that society’s 
decision now to cut its borrowing rates and its lending rates. But even 
apart from the peculiar circumstances affecting this one big society, it 
seems to me an extraordinary and indeed unprecedented thing that the 
Government should leave it to an association of private institutions, of which 
incidentally only four of the half-dozen largest societies are now members, 
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to fix the rate of interest at which these institutions will be at liberty to 
borrow perhaps as much as £50 millions of taxpayers’ money. 

I have, I imagine, by now made it abundantly clear that I am not 
enamoured of the new scheme to assist home ownership which has been 
agreed between the Government and the Building Societies Association. 
I am not, because I feel that by this agreement the building society move- 
ment has compromised the independence which has been its inspiring 
tradition. The remark of the directors of the Woolwich Equitable Society 
in their statement welcoming the proposals, that ‘“‘ they are particularly 
gratified that in this scheme the independence of building societies is 
preserved *’, seems to me to ring a defensive note. 

I do not believe that from now on the movement will be able to resist 
further encroachment on its freedom by the Government. I know that 
the old order must change and yield place to the new, and that institutions 
and traditions must adapt themselves to changing circumstances. But I 
wish that the Government had chosen an agency other than the building 
societies for its new “ assistance’’. After all, the local authorities, which 
already make loans, though not always very willingly, for house purchase, 
could perfectly well have taken on this new task. 


An Artist's Sketchbook: No. 59 


BRITISH BANKS IN TOWN AND COUNTRY 


Midland Bank, Lancaster 


ANCASTER has been featured before in the Sketchbook, in March 
|: this year when the subject was Barclays Bank. The town is very 

rich architecturally. The eighteenth century was a great period of 
development in the centre of the town, coinciding with a time of prosperity. 
To this period belong the delightful town hall in which Barclays Bank is 
located, and the Custom House with an Ionic portico built in 1764 to the 
designs of Richard Gillow, a member of a famous firm of cabinet makers 
that was the forerunner of the present Waring and Gillow. On the 
adjoining quayside the mahogany and other oriental woods used in the 
firm’s workshops were unloaded. 

Many of the later buildings, those belonging to the nineteenth century, 
are not—as in many other towns—unworthy of their Georgian neighbours. 
The Midland Bank was built at the end of the nineteenth century and is 
in the style associated with the branches of the Preston Bank, a bank that 
was absorbed in the regroupings which took place at the end of the nine- 
teenth century. This building, which presents an uninterrupted mass of 
masonry to the street, is characteristic of its age in the elaborate carving, 
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Specially drawn for The Banker 
hy Geoffrey S. Fletcher 


woodwork and stained glass which it displays. It is in a type of Roman 
Renaissance style, the very heavy cornice with curious pilasters forming a 
sort of frieze; the intervening panels consist of draped swags and garlands 
of fruit and flowers. ‘The chief feature of the facade is, of course, the pedi- 
mented door. Here is a profusion of carved work and metal work of a 
degree of elaboration never to be expected in any contemporary or future 
banks. Changed economic as well as architectural conditions make it 
impossible. ‘The building is of grey stone and granite, and the elaboration 
of ornament is confined to around the door and the cornice, and is counter- 
balanced by the severity of the rest of the fagade. 
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A New Charter tor 
Building Societies 


By MARGARET RIX 


APTURE, modified in various ways by the societies that will 
not benefit, has greeted the Government’s house purchase scheme.* 
The building society movement is already lending around £380 
millions a year, and Exchequer loans (to cover mortgages on 
pre-1919 houses worth £2,500 or less) will be counted in tens rather than 
in hundreds of million pounds a year. Why then was official assistance 
needed at all ? 

The raising of the minimum rate for mortgages to 6 per cent in July, 
1956, was not followed by any reduction in demand. The demand con- 
tinued to grow, and it was given further impetus by the decontrol of 
rents. Many creditworthy housé purchasers have had to be turned away, 
just because the building societies have not had the funds. These difh- 
culties, of course, are to some extent of the societies’ own making. The 
shortage of funds has arisen largely because building societies have not 
offered rates of interest competitive with those on other small savings 
media. An income tax-paid rate of 3} per cent on most building society 
shares, for example, has compared with a tax exempt yield on National 
Savings Certificates of nearly {4 4s per cent. Most societies claim it to 
be a matter of policy to keep lending rates to a minimum, and therefore, 
rather than raise their borrowing and lending rates to levels that would 
equate the supply and demand for mortgage funds, they have preferred to 
ration their loans. 

The building society movement thought it could best be helped in this 
unsatisfactory situation by an addition from Government sources to its 
available funds, and the Government for its part saw in the proposed 
scheme a way of encouraging the small home-owner. In addition, building 
societies have been agitating for a long time for trustee status for approved 
deposits. Unexpectedly, the plan eventually drawn up by the Government 
and the Building Societies Association makes trustee status a prior con- 
dition of participation, though it is not necessary to enter the scheme to 








* “House Purchase. Proposed Government Scheme’’, Cmnd 571, 
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get trustee standing. ‘This is convenient and well-intentioned, although 
doubts about its justice are growing. ‘The first test of eligibility is one of 
size. "The size test alone rules out about two-thirds by number of British 
building societies, many of which are financially sound and serve their 
local areas well. 

Recently, deposits have failed to keep in step with shares. New deposits 
of £41.8 millions in 1957 compared with {44.6 millions five years earlier, 
whereas in the same period share subscriptions rose by 63 per cent to over 
{£391 millions. Investors have regarded the difference in security between 
the two classes as too small to warrant the interest margin of } per cent or so. 

Addition to the trustee list is expected to stimulate new deposits, for 
there is a big latent demand among trustees, or among people who favour 
the same type of security, for investments that are promptly realizable and 
that are depreciation-free. It is not known, though, whether building 
societies are likely under the new regime to revise their attitude towards 
the corporate investor. Because of the tax arrangements, most societies pay 
such investors a rate of interest lower than that paid to individuals, and 
limit the amount they will accept. Large deposits from companies are seldom 
favoured, mainly because the money is regarded as “ hot”’. 


Conditions for Trustee Status 


To secure trustee status for its deposits, a society must have assets of 
£500,000 or more, and the ratio of its liquid funds (cash and investments 
at market value or book value, whichever is the lower, less liabilities other 
than on deposits and loans) to total assets must be at least 73 per cent. 
Free reserves, at book value, must be at least 2} per cent of assets and, 
after deducting any investment depreciation, not less than 14 per cent for 
financial years ending in 1958 (or 1957), 2 per cent in 1959, and 23 per 
cent subsequently. 

Liquid funds must also be at least one-third of deposits and loans, and 
the other requirements are that deposits, loans and creditors must not 
exceed the share capital, or two-thirds of mortgage balances. ‘Those mort- 
gage balances, however, exclude debts over £5,000, and cases where 
properties have been in possession or payments in arrear for twelve months 
or more. Presumably in order not to penalize sound societies in tem- 
porary difficulties or those forced to make up their accounts during a financial 
crisis, compliance with the conditions can be waived for one year, if the 
rules have been kept in each of the three preceding years. 

It is believed that about 250 societies out of 750 on the registers will 
be eligible on account of size, but that, because of other requirements, not 
more than 175 will get on to the trustee list. This, of course, greatly 
understates the proportion of the movement’s assets which will be repre- 
sented by societies with trustee deposits, since a majority of the big units 
will be eligible. But all societies whose deposits become trustee securities 
will not necessarily take part in the house purchase scheme. The extent of the 
Chief Registrar’s discretion is not clear from the White Paper. ‘‘ The Chief 
Registrar shall have power to approve a building society for trustee status 
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if all the . . . conditions are fulfilled’. On paper, the tests that take the 
amount of deposits into account seem apt to include societies that might not 
otherwise be desirable, merely because they happen to have a low volume of 
deposits. 

It is questionable, too, whether a 23 per cent reserve ratio is high enough; 
after all the average for all societies is 44 per cent. The 74 per cent 
liquid funds ratio, too, is much below the overall figure in 1957 of about 
13 per cent less an unknown allowance for investment depreciation. (The 
Building Societies Association makes a 7} per cent liquid funds ratio, at 
book values, a condition of membership. It also regards a 24 per cent 
reserve ratio as an absolute minimum, and 5 per cent as the ideal to be 
aimed at). Yet it is often the large and active societies that, with expand- 
ing business, find it hard to establish high ratios. Hence there are several 
important societies with below-average reserve ratios, and it may be that 
the White Paper percentages were decided upon with such societies in mind. 

The requirements concerning investment depreciation are sensible and 
necessary safeguards for investors. Unfortunately, they may let through 
the sieve societies that invest almost entirely in unquoted loans, where 
the existence or otherwise of depreciation can never be put to the test of 
the market. 

The plan was drawn up after discussion with the Building Societies 
Association (though membership is not a formal condition), and does not 
provide for Government loans to other mortgagees such as insurance com- 
panies. Under the plan, a society which has secured trustee status can 
enter into an agreement with the Minister of Housing, whereby the Govern- 
ment will lend money (up to a maximum of 20 per cent of the soctety’s 
share and deposit capital) to cover loans to owner-occupiers on houses 
valued at £2,500 or less, and built before January 1, 1919. 

While the society satisfies itself that the security is suitable and that 
the borrower can afford the repayments, it undertakes to lend 95 per cent 
of the purchase price or valuation, whichever is the lower, to approved 
applicants. Any excess over 75 per cent, the maximum that societies would 
normally advance on such properties, can be covered by additional security 
such as an indemnity policy, the premium on which is added to the advance. 
An amount equal to any grant for standard improvements, up to £400, can 
also be added. It is believed that there are one and a half million owner- 
occupied and six million tenanted pre-1919 houses in existence, but there is 
no estimate of how many of these are in a fit state to be good security, or 
of how many are likely to come on to the market for owner-occupation. 

Mortgages under the scheme are to be repaid over twenty years, or less 
if mutually agreed, and no premium or any other charge shall be payable 
by the borrower as consideration for an advance. Most important of all, 
the interest must not exceed the minimum recommended for the time 
being by the Building Societies Association for new mortgages on owner- 
occupied private houses. ‘The society is to pay the Exchequer interest at 
5} per cent below the mortgage rate recommended by the Association. 
Although the Exchequer loan is repayable over a term of twenty years, 
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the society has the option of paying off the balance at any time it chooses. 
The Government loans rank pari passu with other creditors, and no prior 
charge can be created. A society can withdraw at will from the scheme 
on three months’ notice, and on similar notice either the Minister or the 
Association may ask for a review of the scheme. 

Entitlement to Government loans is not related in any way to what a 
society has been doing in the past. The loan is a gross addition to its 
usual resources. But Government loans on the older houses release funds 
for the newer properties. Each society in the scheme undertakes to offer 
any would-be owner-occupier of a house built from 1919 to 1939 who is 
in its opinion creditworthy a mortgage on terms at least as favourable as 


’ 


those provided in the scheme, “ in so far as the society’s funds are adequate ”’. 


More Power to the Association 

According to the White Paper, building societies have been lending 
£40-50 millions a year on pre-1919 houses, in addition to some £330 
millions for newer houses. This total on pre-1919 properties is likely to 
rise, since some societies in the scheme may be encouraged to increase this 
class of business, whereas those outside the scheme are not likely to reduce 
it. The addition to the movement’s total resources is another matter. 
It will be smaller than the total of new advances on pre-1919 houses, since 
many societies making advances on such properties will not be eligible for 
loans from the Exchequer. Hence Exchequer loans will be equal to the 
gross total of advances on pre-1919 houses, less the sums advanced by the 
non-participating societies. 

Already the Halifax has been directing 23 per cent of its annual advances 
to the older houses, and the £15.2 millions so lent in 1957 amounted to 
about a third of the total for the whole country. ‘This is rather more than 
its share—the Halifax accounts for about a seventh of the assets of the 
entire movement. 

The irony of this is that the Halifax, which reduces its rates to all owner- 
occupiers to 53 per cent on December 1, is not in a position, as things now 
stand, to enter the scheme. ‘The Halifax clearly could not envisage both 
lending and borrowing at 54 per cent, and it rejected the idea of charging 
6 per cent for pre-1919 properties. ‘The hope has been expressed that by 
the time the scheme becomes effective, the mortgage rate recommended 
by the Building Societies Association will have been brought down to the 
Halifax level. The inclusion or otherwise of this giant society in the 
Government plan is financially important, because exclusion would severely 
reduce the amount of Government loans to the movement as a whole. 

It is believed that the house purchase scheme will tend to level down 
rates of interest on both mortgages and investments. There will be a ten- 
dency throughout the movement for mortgage rates to conform with the 
recommendations of the Association. The 4 per cent margin between the 
Association’s rate and the rate at which societies can borrow from the 
Exchequer is intended to cover expenses, and gives little room for manoeuvre. 
The recent relaxation of credit restrictions, and the addition to total loan- 
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able funds proposed in the scheme, will mean that societies at present 
charging more than Association’s rate, and hence not entitled to enter the 
scheme, will feel the pressure of competition from the societies participating 
in the scheme. Some of these “ outside”’ societies will no doubt tend, 
even more than at present, to deal in the less sound mortgages. Others 
may decide to come into line with the Association’s rate, whether they are 
members of the Association or not. 

Building societies are reluctant to change their interest rates frequently, 
and their concern for stability meant that, during the dear-money phase, 
their rates were out of line with the rates charged and offered by other 
institutions. The rates recommended by the Building Societies Association 
represent a genuine attempt to strike a balance between the claims of mort- 
gagors and the claims of investors. ‘The Association’s lending rate is 
generally about as low as a representative society can afford, and few societies 
are in a position to charge less. ‘The handful that do so must, because 
building society finances do not include any substantial profit that can be 
squeezed, be in a strong enough position to pay a lower rate of interest to 
their shareholders and depositors. ‘That is the case, for instance, with the 
Halifax, which paid below-average share interest in the past, then came 
into line with the Association (of which it is not a member), but has now 
reverted to a differential. It is expected that other societies may eventually 
come down to the level of rates now fixed by the Halifax. 

The precise effects of the Government’s new scheme cannot be predicted. 
It has to run the Parliamentary gauntlet, it cannot be in operation before 
next June at the earliest, and it will be some time before we know how it 
is working out in practice. Much can happen in the meantime. More- 
over, after a year, the scheme can be ended on six months’ notice from 


the Government. 


Competition the Key 


The last word rests with the public. It is dangerous to argue that because 
the investor is relieved of the necessity of financing much of the move- 
ment’s loans on older houses he will have less bargaining power. Com- 
petition between building societies and other financial institutions remains 
the crux of the matter. Building”societies clearly hope, now that money 
rates as a whole are declining, to reap the harvest from their policy of 
stability as other rates tend to fall to their level. As regards mortgages, 
the Exchequer loans should make these easier to obtain, but it remains to 
be seen whether large additional loans will also be made by local authorities, 
who may now advance up to 100 per cent. 

The real test will not come until after the expected alignment of bor- 
rowing rates. Any further reduction in the general level of interest rates 
(particularly those on National Savings securities) would almost certainly 
compel building societies collectively to reduce their rates. The problem of 
the relationship between building society rates and rates charged and offered 
elsewhere may come again into the open. It seems unlikely that Govern- 
ment loans, on the scale contemplated, will provide a lasting solution. 
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Longer-Term Credit for 
Farmers 


The “insufficiency of credit’’ has Political Economy at University College, 
long been a favourite grumble of British London, here argues that the short- 
farmers, and it is likely to become a_ comings of the present credit facilities 
greater grievance in coming years 1f available to farmers are qualitative 
British agriculture has to adapt itself rather than quantitative and puts for- 
to lower subsidies and freer trade. ward his own novel scheme for improving 
Mr S. G. Sturmey, a lecturer in them. £p1Tor. 


By S. G. STURMEY 


HERE is general feeling among British farmers that the existing 

credit facilities available to them are unsatisfactory. This griev- 

ance is not new—it has been a constant theme of agricultural 

discussions for more than fifty years—but the growing resistance 
of governments to the subsidization of agriculture, and the possibility of 
Britain’s entering a European free trade area that embraces some farm 
products as well as manufactured goods, may produce important changes 
in the structure of British farming in coming years and a considerable 
amount of medium-term credit will be required if these changes are to be 
effected smoothly. An opportunity for fresh thinking on the whole subject 
of farm finance will be provided by the coming debates on the new Agricultural 
Mortgage Corporation Bill. 

That Bill, besides raising the limit on the advances that the Minister of 
Agriculture may make to the Corporation’s guarantee fund from £3,250,000 
to £5,000,000, extends the period for which the Minister may make grants 
to meet the Corporation’s operating deficits. During the 1930s the Cor- 
poration, which had made a big high-interest bond issue on the eve of the 
cheap money era, could lend no money at a rate of interest sufficient to 
service its bonds. In 1939 the Exchequer agreed to subsidize the Corporation 
by means of an annual grant, not exceeding £60,000, to meet the difference 
between the expenses of the Corporation and the revenue that it could 
expect from loans at the market rate; the ceiling was raised to £150,000 in 
the Agriculture (Miscellaneous Provisions) Act of 1944, and it was agreed 
that the subsidy should be reviewed in 1959, the first date at which the bonds 
issued in 1932 could be redeemed. ‘The new Bill, which received its first 
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reading at the end of October, proposes that the subsidy should be continued 
until 1974, subject to an annual ceiling of £100,000. The fact that, despite 
the higher lending rates of recent years, the Corporation continues to need 
an Exchequer grant, might cause Parliament to ask whether the Corporation 
is meeting the needs of farmers. 

On the whole the farmers’ needs of short-term credit, that is credit 
available for periods of up to a year, are adequately catered for by the com- 
mercial banks, agricultural merchants, auctioneers and other private sources. 
Bank credit is good credit from the farmer’s point of view, combining 
cheapness with flexibility. Most banks are prepared to lend on the security 
of their knowledge of a particular farmer; this is particularly valuable to 
farmers when they face heavy losses as a result of a bad season, as for 
example, when hill sheep farmers were badly hit by the severe weather in 
1947. Credit from merchants is less satisfactory; it is often expensive and 
it ties the farmer to a particular merchant, thus restricting his freedom to 
buy and sell in the most favourable markets. 


Bigger Role of Bank Advances 


The best measure of changes in the volume of short-term farming credit 
is the relation between bank advances to agriculture (which in the classi- 
fication made by the British Bankers’ Association also include advances to 
agricultural merchants) and gross agricultural product as shown in the 
annual Blue Book on National Income. Before the war the ratio of 
advances to output was about 18 per cent. In the early post-war years, 
notably during the “ feather-bedding ” from 1947 to 1949, it fell as low as 
14 per cent. It rose throughout the early 1950s, reaching 28 per cent in 1956, 
but slipped back to 27 in 1957, probably as a result of the greater curb 
then placed on advances. These calculations suggest that in recent years 
farmers have come to use increasing quantities of short-term credit to finance 
medium-term and long-term investment. It seems probable that the diff- 
culties that farmers sometimes experience in finding short-term credit stem 
from attempts to use such credit for longer-term purposes than it was intended 
to serve. 

The most serious deficiency at the moment is in the supply of medium- 
term credit, here defined as credit for periods of from one to five years. 
This is beyond the limit for which the banks normally wish to lend (though 
in practice much medium-term finance is provided by the banks) and apart 
from a few private persons who make loans to local farmers of their 
acquaintance, the only recognized source of medium-term credit is the 
hire-purchase finance house. Hire-purchase credit is relatively expensive 
and it is available only at the time of purchasing equipment—it can do 
little to help the farmer who already owns equipment but needs finance to 
make improvements to his farm or change his pattern of output. It is 
true that the Ministry of Agriculture will make a grant of one-third towards 
the cost of many improvements, but this in itself is no solution to the 
problem since the farmer has still to finance the part of the expenditure 
not covered by the grant. Until the gap in the provision of medium-term 
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credit is filled, there is little hope of achieving a substantial improvement 
in the economic efficiency of smaller farms. Proposals now before Parliament 
for making “ improvement ”’ grants of up to £1,000 to small farmers go some 
way towards filling this gap for some farmers. Such grants, however, will not 
remove the need for medium-term credit to enable farmers to finance changes 
in their products in response to changing market conditions. 

Credit for periods of more than five years is required for the purchase 
of land or the execution of major improvements. It was to provide such 
credit that the Agricultural Mortgage Corporation was established in 1929. 
At a rough estimate it appears that between 1941 and 1950 farmers spent 
£140 millions on land purchase, financed as follows: 


{£, millions 
Agricultural Mortgage Corporation .. i . 
Building societies and insurance companies. . 7 
Banks .. ws ” - os - = 45 
Private borrowing Ss oe a ” 23 
Own resources .. 56 
Total sia os a <i 140 


These figures are all approximate, but they show clearly that the Agri- 
cultural Mortgage Corporation was only a minor source of credit in this 
period. Despite the risks of using short-term credit for long-term invest- 
ment, farmers have preferred to borrow from the banks, whenever they 
can, rather than from the Corporation. ‘There is a good deal of evidence 
that farmers regard the Corporation as a lender of last resort, to be approached 
only when more attractive credit is not available. 


Disadvantages of Mortgage Finance 


The defects of the credit supplied by the Corporation arise both from its 
nature and from its basis. Mortgage credit, with its fixed term and 
inflexible conditions of repayment, is disliked by farmers, whose incomes 
are anything but fixed. Moreover, the amount of mortgage credit available 
to the farmer often bears no relation to his actual needs. His ability to 
borrow is determined solely by the value of the land and buildings that he 
owns. On the one hand, this discriminates against the tenant farmer and 
the farmer with a low ratio of land to other assets; on the other hand, it 
provides no safeguard against over-borrowing by a farmer with a high 
proportion of his assets represented by land and buildings. ‘The experience 
of the Public Works Loan Board in the 1920s—at one time no less than 
one-fifth of the farmers who had borrowed from it on mortgage were in 
arrears—emphasized that mortgage credit is not necessarily safe. ‘The 
Board had to foreclose on one-sixth of the properties on which it lent; of 
the properties for which information is available, one-third had deteriorated 
seriously because farmers had used working capital to maintain mortgage 
repayments at a time of low income and the sale price of these properties was 
insufficient to cover the outstanding loan and accrued interest. As a result 
of the losses sustained by the Board, the lending limit of the Agricultural 
Mortgage Corporation was set at two-thirds of the value of the mortgaged 
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property. ‘The real lesson of the Board’s unhappy experience, however, is 
that flexibility in determining both the size of the loan and the terms of its 
repayment is necessary if farming is to be financed efficiently.* 


A Suggested Alternative 


A possible solution to this problem of providing suitable medium-term 
and long-term credit for farmers might be the establishment of a new 
institution which would take over the functions of the Agricultural Mort- 
gage Corporation but be far more flexible in its operation. ‘The new insti- 
tution might have an initial capital of, say, {1 million in {1 shares, half to be 
offered to the public and paid in full and the other half taken up by the 
Government and paid to 5s a share. ‘The commercial banks with particular 
interest in agriculture and the National Farmers Union might between 
them subscribe the shares offered to the public. The uncalled liability of 
£375,000 on the shares held by the Government would comprise a first- 
line reserve to the company, to be called on only in the event of liquidation. 
The Government’s support for the company would be limited to the 
initial payment and the acceptance of the uncalled liability; in return it should 
have the right to nominate, say, one-fifth of the directors. 

The company would lend against all the fixed assets of the farmer—land, 
buildings, machinery—and possibly stock other than fatstock. Current assets, 
such as debtors, growing crops and cash, would not normally be acceptable. 
It would be empowered to lend up to one-half of the value of the eligible 
assets, including the asset to be acquired with the loan. Adjustments of 
this ratio could be made in the light of experience. The essential point is 
that the lending limit of the company should be related to the value of 
the whole farm enterprise and not merely to the value of the land and 
buildings. Applicants would be required to submit a certified set of accounts 
and, if their application were accepted, to file an annual statement of their 
accounts with the company for the duration of the loan. 

The operations of the company would be financed by the issue of 
debentures in the market. Initially the company might have to make a 
fairly substantial issue in order to create a market in the debentures, but 
thereafter it would issue new debentures only when additional funds were 
required for lending. ‘The debentures would have no fixed redemption 
date, and each issue would carry the same rate of interest, issue prices 
being adjusted to take account of the conditions prevailing in the capital 
market. Thus all the outstanding debentures of the company would be 
homogeneous and would all be quoted at the same price on the Stock 
Exchange. The company might lend to farmers at about 4 per cent 


* A full discussion of the mortgage system as applied to farm purchase loans and the 
operations of the Agricultural Mortgage Corporation can be found in my article * Credit 
for Agricultural Land Purchase in England and Wales’’, pp 1-11, The Farm Economist, 
Vol 8, No 3, 1955. 

+ This is perhaps the crux of the problem. ‘The most novel feature of Mr Sturmey’s 
plan might also provide the biggest difficulty—how to create an adequate market in so unusual 
a security, and on a yield basis that would permit the company to be competitive with other 
types of farm credit.—ep. 
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above the current yield on its debentures, which measures the rate at which 
it can borrow. 

Farmers would borrow from the company by giving bonds equal in 
face value to the debentures issued by the company to raise the funds 
required. If, for example, the 5 per cent debentures of the company 
were standing at 90, so that it could raise £9,000 by selling 100 debentures 
of £100, a farmer could borrow £9,000 by giving in exchange 100 53 per 
cent bonds of £100. A farmer would redeem his bonds by purchasing an 
equivalent amount of the debentures of the company in the market and 
handing them to the company in discharge of his debt. ‘This would be 
the only method of repaying loans. The bonds might have a maximum 
life of sixty years—the maximum period for which the Agricultural Mort- 
gage Corporation is empowered to lend—though the company might 
decide that the maximum should be nearer to that fixed by other lending 
institutions. Within the life of the bonds, the farmer would have con- 
siderable discretion in the timing of repayments, subject to certain limits; 
it might be provided, for example, that at least one-fifth of the loan must be 
repaid within the first quarter of the loan period, and at least two-fifths within 


the first half. 
Flexibility and Security 


This scheme would introduce far more flexibility into farm finance. In 
periods of prosperity the farmer would be able, easily and without fuss, to 
retire his debt, thus reducing his interest burden in future years; in periods 
of adversity he would not be further embarrassed by the necessity to find 
money for the retirement of debt. On a wider view, the scheme would channel 
capital to where it can be put to the best use: the discrimination inherent in 
mortgage credit would be removed, and the farmer would have no artificial 
incentive to put too much of his capital into land at the expense of equip- 
ment, stock and labour. It should encourage many farmers to purchase a 
smaller holding, and to farm it more intensively, thus achieving a better 
utilization of land. 

The security of the company would be the bonds of the farmers. In 
addition to repaying his loan within the periods agreed, the borrower would 
be required to submit to the company an annual statement of accounts 
showing his true asset position and the company would be empowered to 
enter into possession of the assets pledged as security in the bond if their 
total fell below twice the level of the outstanding bonds. ‘The company’s 
control over the borrower, therefore, would be greater than that of most 
mortgage lenders. ‘The risk of default should be very low, and, once the 
initial share and debenture capital raised by the company had been loaned, 
the company could never be in the position in which the Agricultural 
Mortgage Corporation found itself in the 1930s of having a large surplus 
of investible funds for which no borrowers could be found. 

After a few years the company should be able to earn reasonable profits. 
It is estimated that owner-farmers are currently spending about £20 millions 
a year on land purchase, and that they would like to borrow at least £15 
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millions of this. ‘This estimate is based on an average rate of turnover 
among owner-farmers of 4 per cent per annum on an owner-farmed area 
of 9.2 million acres (1950 figure—the current figure is probably higher) 
and an average purchase price of £60 per acre. It is assumed that 40 per 
cent of the turnover arises through death and subsequent inheritance so 
that the new owner-farmer does not purchase the farm. ‘The other 60 per 
cent of changes involve purchases, the total outlay being more than {13 
millions per annum. In addition, new owner-occupancies are created 
annually. ‘The amount of land passing into owner-occupation each year is 
not known, but it is doubtful if it is less than 100,000 acres, that is, an 
increase of about 1 per cent per annum in the owner-occupied acreage. If 
purchased at £60 per acre, this would entail an outlay of £6 millions per 
annum, making a total expenditure on land purchase of some £20 millions. 

In addition to the £15 millions borrowed for land purchase, farmers and 
landlords might also wish to obtain loans to finance improvements, the 
purchase of equipment and perhaps also to pay death duties. The total 
medium-term and long-term borrowing by the agricultural community 
thus is unlikely to be less than £20 millions a year. If the company advanced 
40 per cent of this, or £8 millions a year, its gross income after paying 
debenture interest (assuming a lending margin of } per cent) would be £40,000 
in the first year, and would rise by that amount each year until repayments 
began. As repayments would be small in the first few years of the company’s 
life, its income should rise to £200,000 a year in the fifth or sixth year. 
Administration expenses might be about £150,000 for the first year or two, 
rising to £200,000 a year as the number of loans being serviced rose. On 
these assumptions the company would begin to earn profits in its fifth year 


of operation. 
Time to Remove the Subsidy ? 


The scheme outlined above is an attempt to find a solution to a long- 
standing problem. It seeks in particular to guard against the mistakes 
made in previous attempts to provide longer-term credit for agriculture. 
Although designed to take account of the peculiar characteristics of British 
agriculture, particularly its diversity and lack of a basis for general co- 
operation, the scheme bears a close resemblance to one of the most 
successful agricultural credit ventures ever started, the German Landschaften 
which was founded by Frederick the Great in 1769. 

The National Farmers Union has for some time been studying the 
question of credit facilities. If the Union or the farming community as a 
whole decided to set up their own institution, the scheme suggested in this 
article might be adapted for the purpose. If such an institution were 
established, it would to some extent duplicate the work of the Agricultural 
Mortgage Corporation and the case for continuing the subsidy to the Cor- 
poration would be very weak. In discussing the Government’s new proposals, 
Parliament might well consider seriously whether the Exchequer should 
continue to subsidize a credit institution that fails to provide farmers with the 
type of credit they want. 
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NY reviewer who attempts to appraise in the space of one article 
the output of books on economics and finance in 1958 is certain 
to do considerably less than justice to many of them. In these 
days book reviews are widely regarded as a pretext for airing 
the reviewer’s own thoughts on the author’s chosen subject, and if the 
publishers’ lists do not include a reasonable proportion of books on his 
pet topics the reviewer may be tempted to conclude that this was a dull 
year. Looking back through the lists, which seem to grow alarmingly 
longer each year, there is certainly a temptation to describe 1958 in such 
terms. ‘That first impression, however, is soon dispelled by the memory 
of the four or five outstanding books that by their originality or the excellence 
of their scholarship enlivened and enriched the year. 

By chance, two of the most memorable books of the year—and unques- 
tionably two of the best written—present diametrically opposed views of 
the economic problem. In the second volume of his Lectures on Economic 
Principles* Sir Dennis Robertson examines with his usual lucidity and 
elegance the theory of distribution in a world of scarce resources and end- 
less wants. His three chapters on the determination of the rate of interest 
are an admirable exposition that will be read with gratitude by many 
generations of students. Professor J. K. Galbraith, however, claims that 
the “‘ Ricardian ”’ world of Sir Dennis bears little resemblance to the modern 
industrial economy. In The Affluent Society (the subject of a review 
article in the October issue of The Banker) he expounds his belief that 
most of the economic analysis in current use is obsolete, and carries out his 
own dissection of contemporary American society in which “the food 
supply presses relentlessly on the population”’. ‘The classical relationship 
between wants and production is thus turned neatly on its head. This 
thesis, Professor Galbraith admits, is relevant only to the most advanced 
western societies, probably only to parts of the United States. Even here, 
he seems at times to suggest, the problem is not really overproduction but 
a misdirection of resources, ““ social ’’ investment being shamefully neglected. 








* Publishing details of this and all other books mentioned in this article are given in a 
classified list on pages 812-815 of all publications received during the year. 
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Despite the slow pace of the opening chapters and the glaring injustice of 
some of his jibes at the “ conventional wisdom ”’, Professor Galbraith has 
said something that badly needed saying, and he has said it with enough 
force and wit to stimulate even the most unsympathetic reader. 

Compared with the heresies of Professor Galbraith the heresies of Professor 
Chamberlin now seem highly respectable. It is twenty-five years since 
his Theory of Monopolistic Competition first fluttered academic dovecotes, 
and in a new book of essays, Towards a More General Theory of Value, he 
reconsiders the subject. Only four of the sixteen essays are new, but it 1s 
useful to have his three papers on non-price competition so readily available. 
It is a pity, however, that Professor Chamberlin devotes so much space to 
raking over the ashes of his famous controversy with Mrs Joan Robinson. 
Those ashes may still glow red to the contestants, but to most economists 
they have been cold for many years. An excellent example of the appli- 
cation of the modern theory of value to a practical problem is Ralph ‘Turvey’s 
The Economics of Real Property, which describes, with commendable brevity, 
the working of the price mechanism in the property market. ‘This subject 
has been neglected by economists for many years, and the appearance of this 
book at a moment when the whole question of property values is under 
discussion is especially opportune. ‘Those interested in the legal aspects of 
property, incidentally, should find enlightening Mr D. R. Denman’s Origins 
of Ownership, which traces the history of land ownership and tenure in 
England. 


Economic Questions of the Day 


The gathering together of the most notable of Per Jacobsson’s writings 
on the great economic questions of the past forty years, under the title 
Some Monetary Problems—International and National, is welcome. Most 
of the questions that Mr Jacobsson discusses are still live, and he intro- 
duces the articles with a new essay surveying the background of the stormy 
years from 1917 to 1958. The book derives its unity from the author’s 
fervent belief in ‘‘ honest money ”’, a cause to which he had dedicated 
much of his life. An admirable study by the staff of the International 
Monetary Fund—of which Mr Jacobsson is now Managing Director—of 
International Reserves and Liquidity published during the year sets out the 
facts and figures of the world’s “liquidity problem” and discusses its 
nature. ‘The same ground is also covered, though in far less detail, in a 
useful pamphlet on Problems of World Liquidity by Political and Economic 
Planning. Nearer home, Britain’s Economic Policy Since the War—and 
particularly since 1955—1is roundly criticized by Mr Andrew Shonfield. 
Mr Shonfield is a heretic with a radical’s contempt for the “ conventional 
wisdom ”’. But, unlike Professor Galbraith, he is worried by “ the spiritual 
consequences of living in a country with a slow rate of growth’. More 
investment is Mr Shonfield’s prescription, and he puts forward his own 
Five-Year Plan. ‘To protect sterling from being damaged by the increased 
pressure on home resources, he proposes, among other things, a five-year 
stop on all private investment overseas, the mobilization of foreign securities 
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held by British residents, the blocking of some of the sterling balances, the 
tightening of exchange control and the withdrawal of official support from 
the transferable sterling rate. This, in Mr Shonfield’s view, would give 
Britain the fifth freedom—freedom from Zurich. He leaves us wondering, 
however, what would happen to the other freedoms. 

From the problems of contemporary Britain, it is almost soothing to turn 
to those of the first half of the last century, and in Robert Torrens and the 
Evolution of Classical Economics Professor Lionel Robbins has written a 
book that is rewarding reading for any serious student of economic affairs. 
The scope of the book is far wider than the title suggests. Professor Robbins 
has in fact used Torrens as a peg on which to hang his own critical re-exami- 
nation of the development of economic theory in England in the forty 
years after Waterloo. Particularly interesting is his discussion of the 
banking controversies of the first half of the nineteenth century, controversies 
that raised issues that are still live to-day. In style and intention this is 
a book for the connoisseur. Georgian Afternoon, the final volume of Sir 
Lawrence Jones’s autobiography, on the other hand, is designed for a wider 
audience. ‘The urbanity and elegance that graced the first two volumes are 
continued in the third, which deals largely with the author’s long asso- 
ciation with the banking house of Helbert Wagg. ‘The style is anecdotal: 
‘Uncle Robin [Mr Robert Benson] made further sly digs at the Bank and 
its rate. He even shook my faith in the Governor himself. It was Lord 
Cunliffe who had given Lloyd George the figure for German reparations, 
that fantastic amount demanded by the Treaty of Versailles. Uncle Robin, 
staggered and sceptical, had asked Lord Cunliffe how he had arrived at 
such atotal. ‘ It came to meinchurch ’, was the Governor’s reply ”’. 


New Thoughts on Monetary Weapons 


This year of innovations in British banking has not been remarkable 
for its contributions to the literature of banking as such. But it has produced 
new editions of two major standard textbooks, which now cover for the 
first time the far-reaching changes opened up by the revival of monetary 
policy in Britain in 1951. Professor Sayers has drastically revised his 
Modern Banking, now in its fourth edition, and has added an intriguing 
chapter on outstanding problems—including, incidentally, a piquant com- 
mentary on the réle of the discount market. ‘The complicated specialization 
in the London market, he says, has produced a situation in which “ the 
lender of last resort is constantly operating to support intermediaries who 
cannot be penalised for the faults of others”’. This, he thinks, should be 
a warning to New York and other centres not to follow London precedents 
too closely. ‘The other notable revision is of Mr Manning Dacey’s British 
Banking Mechanism, especially valuable for its new concluding chapter on 
the ‘‘ return of Bank rate”’ and for its discussion why inflation continued 
in spite of that “‘return’”’. In the most recent reprints of this second 
edition there is a reshaped appendix that comments briefly on the new, 
contingent weapon of “ special deposits’’. ‘‘ It would be regrettable,’’ Mr 
Dacey concludes, “‘ if the invention of this device meant that the authorities 
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had abandoned all hope or intention of bringing about an actual contraction 
of deposits through the sale of long-term securities to the public”. Of 
particular interest to students of this new weapon* is Mr. Peter Fousek’s 
analysis, completed late in 1957, of developments of this character in other 
markets; this has been presented as the fifth in the series of monographs 
made available by the Federal Reserve Bank of New York. The other 
innovations in British banking—notably the new facilities for consumer 
finance—have aroused much discussion about its future shape, and the 
theme of the Eleventh International Banking Summer School could not 
have been more opportune. The nine lectures given at St Andrews have 
been reprinted under that theme title, The Future Organisation of Banking. 

An excellent discussion of current banking problems in Australia is con- 
tained in Professor H. W. Arndt’s study of The Australian Trading Banks. 
This book covers a far wider field than its title suggests, and in addition to 
dealing with the techniques of monetary policy examines, in a postscript, 
the issues at stake in last year’s banking controversy. In the realm of 
banking practice, special welcome must be given to a new edition—the 
eighth— of Sheldon’s Practice and Law of Banking: in this as in the previous 
edition Mr Sheldon has been assisted by Mr C. B. Drover. ‘“‘ Sheldon ”’ 
is now an established banking institution, and it is necessary only to men- 
tion that this new edition takes in the Cheques Act—yet retains the 
memorable list of right and wrong endorsements. Quaker Homespun, 
describing a world before Sheldon, is the life of ‘Thomas Fox of Wellington, 
who made serge—and founded the bank that was eventually to be the 
last private bank with a right of note issue. This book provides an interest- 
ing picture of the stock from which the country bankers came. ‘The year’s 
fiction has included a book with a banking flavour: Bruce Marshall’s novel 
The Bank Audit, set in the Paris of the nineteen-thirties, though it is more 
directly concerned with English accountants in France than with the French 
bank clerks who were being audited. 


China, Russia and European Free Trade 


The history of the hyper-inflation in China that played a leading part 
in precipitating the communist revolution, a story very little known in the 
west, is told with considerable insight by Chang Kia-Ngau in The Inflationary 
Spiral. ‘The author writes with authority: he was Deputy Governor and, 
later Governor, of the Bank of China from 1912 to 1935, served for ten 
years as a Cabinet Minister, and from April, 1947, to May, 1948, was 
Governor of the Central Bank of China. His analysis of the sources 
of the inflation is objective, and the conclusions that he draws from the 
tragic experience of China are pertinent to the problems of some under- 
developed countries to-day. ‘The struggle between government and infla- 
tion is also the theme of a large part of Dr R. W. Davies’s The Development 
of the Soviet Budgetary System. ‘This is almost virgin soil to British scholars, 
and Dr Davies deserves the highest praise for the competent way in which 





* The most detailed description and critique of the new weapon yet available is still that 
published in The Banker last August, since reprinted as a 16-page booklet, price 6d. 
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he has cultivated it. His book is likely to remain the standard work on the 
subject for a long time. 

The suggestion that rapid expansion is the result of state planning is con- 
tested forcefully by Dr Ludwig Erhard in Prosperity through Competition. 
This book, the publishers say, is “‘ the economics of the German miracle by 
its creator’, and in it Dr Erhard proclaims his faith in the Markwirtschaft, 
and his distrust of central planning and cartels. He writes with the justified 
exhilaration of a man who has been able to put his doctrines into operation 
and see them triumph. ‘The most interesting parts of the book, however, 
are the author’s comments on some unresolved European questions, par- 
ticularly the future of the common market: “ If the common market does 
not adopt a clearly liberal trade policy towards other economic areas, we are 
threatened with a return to other ideological conceptions of a truly unhappy 
past, viz. the splitting of the world into so-called big blocs which breathe 
the selfish spirit of economic inbreeding and which will sharpen the con- 
flicts within the free world”’. An excellent examination of the economic 
aspects of European free trade is contained in Economic Theory and Western 
European Integration by ‘Tibor Scitovsky. Mr Scitovsky, an American 
economist perhaps best known to British readers for his work on welfare 
economics, contends that the benefits that integration would bring stem 
not from the increased specialization or the economies of large-scale produc- 
tion that the wider market would permit, but from the intensification of 
competition among producers. ‘‘ Many of the major hoped-for effects of 
economic union ”’, he argues, ‘“‘ would require a much closer integration of 
Western Europe’s economies than the mere establishment of a common 
market ”’; and the second essay in the book goes on to discuss the proposal 
for a common European currency and capital market. 


Problems of Economic Development 


The problems of underdeveloped countries—where resources really are 
scarce and wants, for all practical purposes, unlimited—have continued to 
attract increasing attention among western economists. ‘Two extremely 
good surveys of the whole field have been published this year: Economic 
Backwardness and Economic Growth by Professor Harvey Leibenstein, and 
Economic Development by G. M. Meier and R. E. Baldwin. The first 
concentrates particularly on the problems of densely populated countries, 
describing the characteristics common to such economies, and the manner 
in which the vicious circle of poverty can be broken and growth initiated. 
The second is slightly wider in scope, dealing with the growth of both rich 
and poor countries. More specialized, and more controversial, is Mr 
P. 'T. Bauer’s Economic Analysis and Policy in Underdeveloped Countries. 
The three essays in this interesting little book (which seems rather expen- 
sively priced at 22s 6d) are concerned with the pitfalls of indiscriminately 
applying economic analysis as evolved in the west to the problems of under- 
developed countries. Mr Bauer takes a liberal standpoint: he regards 
‘the extension of the range of choice, that is, an increase in the range of 
effective alternatives open to people, as the principal objective and criterion 
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of economic development ’’, and in the light of this definition examines 
some of the policies adopted by governments to promote expansion. Good 
practical studies of the problems of underdeveloped countries are found in 
Professor B. R. Shenoy’s Problems of Indian Economic Development—a series 
of lectures on the second five-year plan delivered in 1955-56 but unfor- 
tunately only published this year—and The Economy of Pakistan by J. R. 
Andrus and A. F. Mohammed. 

The study of the processes by which societies raise themselves from 
indigence to affluence is not the province of the economist alone. His- 
torians, sociologists and technologists can make important contributions, 
and in the past the lack of liaison between economists and workers in other 
fields has impeded the construction of a general theory of growth. Contacts 
with those other branches of science are now being made. On the socio- 
logical side Mr Robert Heilbroner in The Quest for Wealth explores the 
springs of avarice in the nursery and the expression of the acquisitive urge 
in Man from primitive savages, through Marcus Crassus and Enrico Dandolo, 
to the Rockefellers, Vanderbilts and Fords of more recent times. This is 
a subject that deserves serious study. Mr Heilbroner probably would not 
claim that his book does more than scratch the surface. It is patently 
intended for the general reader, but in his earnest desire to be entertaining 
Mr Heilbroner is all too often superficial. The technological aspects of 
growth are examined in The Sources of Invention, an illuminating inquiry 
by Professor John Jewkes and David Sawers of Oxford and Richard 
Stillerman of Chicago. ‘This book is concerned with the causes and conse- 
quences of industrial innovation, and the second part of it consists of the 
case-histories of some of the most notable inventions of recent years, 
including the ball-point pen, Cellophane, DDT, fluorescent lighting, long- 
playing records, synthetic detergents, “‘Terylene”’, titanium and zip- 
fasteners. ‘The authors examine how far monopoly is a stimulant to tech- 
nical progress, and whether innovations are more likely to result from the 
studies of large research teams or from the experiments of individuals. 
Conclusive answers to these questions are impossible, but their inquiries 
indicate that monopoly is not a powerful stimulant—it might even retard 
technical progress—and that the individual ‘‘ man in the white suit”’ is 
still very important and, unless he 1s finally deterred by high taxation, is 
unlikely to become extinct. 

Investment in Innovation is the title of a useful study by C. F. Carter and 
B. R. Williams of the factors determining the volume of expenditure on 
new plant, machines, industrial buildings and transport facilities. The 
authors are dubious of the possibility of controlling the volume of invest- 
ment—whether in private or in nationalized industry—by central planning, 
except in ways that would slow down the rate of technical progress in the 
long run. Official policy, they suggest, should preferably be directed to 
influencing consumption rather than investment. In Business Enterprise— 
Its Growth and Organisation, a book based on a series of evening seminars 
at the London School of Economics on industrial problems, Professor R. S. 
Edwards and H. Townsend try to explain why some firms grow while 
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others stagnate and die. This book contains a wealth of valuable case 
studies, though it would have been greatly improved if the authors had 
been rather more critical in their comments on this material. American 
Investment in British Manufacturing Industry by John H. Dunning makes 
some revealing estimates of America’s stake in Britain’s economy, which 
he puts at $1,420 millions in 1955, and of the mutual advantages derived 
therefrom. For a poet’s-eye view of industry, readers may be recom- 
mended to The Industrial Muse, an anthology of poems on the steam, steel 
and factory chimneys of the first industrial revolution. 


Businessmen and Business Methods 


There has also been a rich harvest of books about businessmen themselves. 
Early in the year Parkinson’s Law burst upon an enraptured world and was 
so widely reviewed that only a reminder is needed here: not to have read 
Parkinson’s Law is not to have completed one’s business education. In 
The Organisation Man William H. Whyte, of Fortune, sets out the pattern 
of contemporary American business development. As he sees it, the 
United States has deserted the protestant ethic of individualism for a 
devotion to the large organization of a kind that puts conformity much too 
high in the scale of values. ‘The book is long and detailed, but Mr Whyte’s 
style has the clarity and astringency that makes the best of current American 
writing a joy to read, and his essentially despondent analysis is informed 
with wit. Another English candidate for the same shelf is The Boss, in 
which Roy Lewis, who shared with Angus Maude the credit for The English 
Middle Classes and Professional People, has collaborated with Rosemary 
Stewart to portray the “‘ Life and ‘Times of the British Business Man ”’. 
“ Business man” is carefully defined—director or owner as opposed to 
manager—but the discussion takes in more than the essential boss, and is 
stimulating, well-informed and impartial. 

Quite a different kind of business book, Madison Avenue USA, is a 
shrewd, entertaining and exhaustive study of American advertising by 
Martin Mayer; it has a great deal of relevance to the English scene—most 
of Madison Avenue can be found in London, proportionately scaled down. 
Harry Henry’s book on Motivation Research is by far the best popular 
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analysis that has yet appeared of this development of market research, and 
is a useful corrective to The Hidden Persuaders, which set out to make our 
flesh creep last year. Like that more sensational book, this one quotes 
results that should make us all wary of claiming to be rational beings, but 
its primary concern is to set out what motivation research can do—and, 
no less important, what it cannot do—for business. A fictional footnote 
to one of the problems of the Affluent Society is provided by Expense 
Account, a novel in which Joe Morgan considers the tribulations of Peter 
Cody, promotion manager (American), who spends five days of every week 
in luxury on his expense account and returns at weekends to the relative 
poverty of home. 

Turning to matters of taxation, it is extraordinary that Mr A. T. Grieve’s 
Purchase Tax seems to be the first collection between two hard covers of 
the whole shocking framework of principle and practice of this impost. 
Mr Grieve writes from the sound premise that the businessman should not 
take Purchase Tax for granted, but should check on what he must, and 
what he need not, pay. But one suspects that as a lawyer he does not 
object as much as laymen do to the complexities of the tax, for although 
he points out that it is now a revenue raiser rather than a deliberate restraint 
on certain forms of expenditure, he stops short of the obvious inference, 
that all the distinctions and exceptions should be cut out in favour of a 
flat rate. Dr Milton Grundy’s Tax Problems of the Family Company and 
Mr A. R. English’s Financial Problems of the Family Company are both of 
them sound within the self-explanatory frameworks of their titles, though 
Dr Grundy’s book is at times dangerously compressed. 

The lawyers’ acceptance of—indeed their evident delight in—com- 
plexities is one of C. P. Harvey’s subjects in The Advocate’s Devil, a shrewd, 
witty, humane and quite devastating summary of the faults of the law. 
Mr Harvey cannot conceivably be accused of ignorance of his subject, and 
Lord Monckton in his foreword admits that it is not easy to fault him. 
More directly of concern to businessmen is Bid for Power, in which George 
Bull and Anthony Vice analyse the technique of the take-over and find it 
on the whole a salutary rather than a bad influence. 

Finally, three explanatory books that should be of enormous assistance 
to students (and others) must be mentioned. ‘Those puzzled by the tables 
of the National Income Blue Book should certainly find Mr Robin Marris’s 
Economic Arithmetic extremely useful. Mr Marris aims at building stronger 
bridges between statistical and economic analysis. While he is not wholly 
successful in this, he does demonstrate the nature of the relationships 
between the two types of analysis. Statistics—a New Approach by W. A. 
Wallis and H. V. Roberts amply fulfils the promise of its title. ‘The authors 
illustrate their discussion of modes, means and medians by fascinating 
examples taken from logistics, criminology, medicine and many other 
sciences besides economics. And a notable addition to the range of books 
on insurance is Elements of Credit Insurance—an International Survey by 
Hans Karrer, a Swiss lawyer who for many years has been Secretary of the 
International Credit Insurance Association. 
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AMERICAN REVIEW 








HE resounding victory of the 

Democratic Party in the mid- 

term elections last month—with 
its implications of defeat for the Ad- 
ministration in the Presidential cam- 
paign two years hence—was greeted 
by the bulls on Wall Street as fairly 
conclusive evidence that inflationary 
pressures were more likely to grow than 
to diminish. The Dow Industrial Aver- 
age reached a fresh peak of 567.44 on 
November 17, but reacted violently a 
week later. 

It is far too soon, in any case, to 
assume that the Administration has 
lost control of financial policy. Apart 
from the still-substantial Democratic 
forces in Congress that do not favour 
large spending programmes (and for 
whose support the President is. now 
openly bidding), it is worth remem- 
bering that the Democrats as a whole 
are no less frightened of “ runaway 
inflation’’ than are the Republicans. 
Their response, it is true, would be 
less certain in timing and their pro- 
gramme would, presumably, have far 
less efficacy, since the main stress 
would be upon “ qualitative ’’ controls 
and heavier burdens on “ Big Business,”’ 
as such. It would naturally be unpalat- 
able to Wall Street. 

The Federal Reserve Board, mean- 
while, has continued to emphasize its 
present policy of moderate restraint. 
The new level of 24 per cent in the 
discount rates of Reserve Banks, which 
was begun in late October, has been 
established in all districts. ‘The move 


was accepted not only as technically 
necessary in the light of the unusual 
spread between the official discount rate 
and short-term Treasury yields, but as 
an affirmation that industrial recovery 
was still firm enough to justify measures 
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against speculation in markets. On 
present schedules, at least, ‘Treasury 
spending appears to have reached peak, 
or near-peak, levels in the third quarter 
of the year with a rise of almost $17,000 
millions in the annual rate compared 
with the January-March period. (The 
formidable support thus given to busi- 
ness recovery needs no stressing. It 
may be compared with the rise of some 
$14,000 millions in the adjusted annual 
rate of gross national product over the 
same period.) No similar surge seems 
probable in the months immediately 
ahead. 


Nursing the Bond Market 


None the less, both ‘Treasury and 
Federal Reserve Board face awkward 
questions on debt financing. The de- 
ficit for the fiscal year to June 30 next 
is still put as high as $12,000 millions 
(though as the recovery goes on many 
observers are beginning to speak in 
terms of $10-11,000 millions) and the 
rise in public debt at more than $8,000 
millions. 

The Federal debt has already grown 
by $4,500 millions since end-June, but 
cash needs in the months ahead will 
be sharply lower. Even so, the Treasury 
will be in the market, either for direct 
cash, or refinancing, in almost every 
month until June next. The authorities’ 
main concern, therefore, has been to 
nurse the longer-term bond market, 
which was showing signs of rather more 
stability last month, and to confine 
issues to those short-term maturities 
for which companies and other insti- 
tutional, non-bank, purchasers have 
shown a fairly healthy appetite in 
recent months. 

November’s $3,000 million cash offer 
was in 214-day Tax Anticipation Bills, 
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despite counsel from orthodox quarters 
urging a venture into longer maturities. 
There is, however, relatively little 
support for the latter among non-bank 
investors, and the commercial banks 
themselves were last month still held 
on quite a tight rein with “ free re- 
serves’’ averaging little more than 
$100 millions. Even with commercial 
loans showing none of the normal 
seasonal disposition to rise, and with 
consumer credit well below end-year 
figures, the liquidity of the commercial 
banks is low. ‘The major problem of 








of ‘Treasury short-term debt remains 
unsolved. 

Industrial production, seasonally - 
adjusted, rose by only one point further 
in October to 138 (based on 1947-49). 
This, with the similar movement in 
September (after four months of un- 
usually rapid rebound in which the 
index gained 10 points), confirmed 
widespread expectations of a slower 
pace of gain, although it is only fair 
to note that production was hampered 
by labour troubles in the motor in- 
dustry, which is looked upon as one of 





consolidating the overwhelming mass 


the most promising sectors for revival. 


American Economic Indicators 


1955 

Production and Business: 
*Industrial production (1947-49=100) 139 
*Gross private investment (billion $).. 60.6 
*New plant and equipment (billion $) 28.7 


*Construction (billion $) + .. 44.6 


Housing starts (000 units) 110.7 
*Business sales (billion $) 52.3 
*Business stocks (billion $) 81.7 

Merchandise exports (million $) 1,296 

Merchandise imports (million $) 949 

Employment and Wages: 

*Non-farm es (million) 50.1 
Unemployment (000 .. 2,904 
Unemployment as % P alanee force .. 4.4 
Hourly earnings (mfg) ($) 1.88 
Weekly earnings (mfg) ($) 76.52 

Prices: 

) . _ High 418 
Moody commodity (1931 =100) ca oan 
Farm products (1947-49 =100) 89.6 
Industrial (1947-49=100) .. 117.0 
Consumers’ index (1947-49: -100) . 114.5 

Credit and Finance: 

Bank loans (billion $) 82.6 
Bank investments (billion $) 78.3 
Bank loans (partial) (billion $) 26.7 
Consumer credit (billion $) .. 38.7 
Treasury bill rate (% 1.75 
US Govt Bonds rate (%) 2.84 
Money supply (billion $) .. 221.0 
Federal cash budget (+ or —) (mill $) ~—740 
Notes.—Starred items are _ seasonally 


adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 


averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 
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1957 1958 
1956} =1957 ~-— ~- 
Dec Aug Sept = Oct 
143 143 135 136 137 = §=138 
65.9 64.4 61.3 53.7 — -— 
35.1 37.0 36.2 30.3 — £31.0 
46.1 47.3 48.6 49.4 50.2 51.0 
93.2 868 63.4 119.0 118.0 111.0 
54.8 56.3 54.5 54.4 546 — 
89.1 90.7 90.7 85.4 850 — 
1,591 1,734 1,639 1,396 1,362 
1,051 1,082 1,141 952 — - 
51.9 52.5 52.0 50.6 50.8 50.7 
2,822 2,936 3,374 4,699 4,111 3,805 
4.2 4.3 5.0 6.7 60 5.5 
1.98 2.07 2.10 2.13 2.14 2.13 
79.99 82.39 82.74 84.35 85.39 84.35 
442 442 P 
402 382 391 393 393 = 392 
88.4 90.9 92.6 93.2 93.1 92.3 
112.2 125.6 126.1 126.1 126.2 126.4 
116.2 120.2 121.6 123.7 123.7 — 
90.3 94.3 94.3 93.8 94.2 
74.8 75.6 75.6 86.2 85.2 — 
31.3 32.2 32.2 29.9 30.2 30.3 
42.0 44.8 44.8 43.2 43.2 — 
2.66 3.27 3.10 1.69 2.45 2.79 
3.08 3.47 3.30 3.60 3.75 3.76 
226.4 232.3 232.3 238.7 238.3 — 
+- 5,524 +1,194-4,435 -5,516 — —- 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 
month levels. Weekly bank loans are derived 


from partial returns only. 
are cash totals. 


Budget figures 
Quarterly figures are 


throughout shown in the middle month of 
the quarter. 
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ARGENTINA 

Cheaper Peso—The Government’s re- 
cent decision to force importers to obtain 
a much larger proportion of their foreign 
exchange needs in the free market in 
order to relieve the pressure on official 
reserves has combined with other factors 
to produce a steep slide in the value of 
the peso. During November the rate 
against sterling rose to beyond 200, 
compared with around 105 at the start 
of the year. ‘The President of the central 
bank has, however, denied reports that 
the authorities are contemplating a major 
overhaul of the foreign exchange system. 
Oil Development—The Argentine Am- 
bassador in the US has stated that a 
group of US oil companies had reached 
a tentative agreement which could result 
in the investment of some $790 millions 
in the development of the Argentine oil 
industry. An agreement has been con- 
cluded with a German concern under 
which the latter will provide $150 mil- 
lions of oilfield equipment on deferred 
payments terms. 


Emergency Measures—President 
Frondizi proclaimed a state of siege 
throughout Argentina early in Novem- 
ber, contending that the strike in the oil 
industry was part of a Peronist-Com- 
munist plot to overthrow the Govern- 
ment. 


AUSTRALIA 


State of Reserves—The Secretary of 
the Commonwealth ‘Trade Department, 
Mr J. Crawford, has estimated that 
Australia will have a deficit of £A260 
millions in its current account payments 
in the trade year to June 30, 1959. 
Consequently external reserves could be 
expected to fall below £A400 millions— 
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in mid-1958 they were £A562 millions. 
Australia would do well, he said, if 
exports reached {A750 millions. Against 
this there would be imports of £A810 
millions and net invisible outgoings of 
£,A200 millions. 

Commenting on the country’s eco- 
nomic prospects, Dr Coombs, Governor 
of the Commonwealth Bank, has sug- 
gested that in spite of the loss of reserves 
in the twelve months to mid-1959, 
Australia had a reasonable chance of 
coming through any economic decline 
with success. 

New York Loan—The Commonwealth 
Government has made an issue of $25 
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millions of 25-year 5 per cent stock on 
the New York market at a price of 97}. 
Since the first US issue was made by 
the Commonwealth Government in 1947 
a total of $120 millions has been raised 
in this way. 

Higher Savings Interest—Interest 
rates paid on deposits with the savings 
banks operated by the Commonwealth 
Bank and three of the main commercial 
banking institutions have been raised to 
3 per cent for amounts of up to £A2,000. 


Money Market Debate—The Aus- 
tralia and New Zealand Bank has con- 
cluded that the establishment of a 
discount house system in the Common- 
wealth will have a fundamental effect 
on the country’s banking system. It 
insists that in the first place the Com- 
monwealth Bank must accept unequivo- 
cally the réle of lender of last resort. 


BELGIUM 


Budget Plans—'The Finance Minister, 
M. van Houtten, has disclosed that the 
Government will resort to a policy of 
budgeting for a deficit in an effort to 
correct the economic recession. ‘l‘hough 
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this was not the time to throw people 
out of work, he considered that public 
spending must be aimed at encouraging 
growing industries rather than at sus- 
taining those in decline. New legislation 
sanctioning deficit financing would be 
introduced with the 1959 budget. 


BRAZIL 


Cheaper Exports—The Government 
has established a single rate of exchange 
—80 cruzeiros to the dollar—for all im- 
ports hitherto handled at the “ cost of 
exchange ”’ rate and “‘ intermediary rate’’. 
The new rate will also apply to exchange 
transactions connected with Government 
financial obligations and _ services on 
loans and credits. ‘This will lower foreign 
exchange prices for many Brazilian goods. 
The Finance Minister, Senor Lopez, 
described the measure as being designed 
to pave the way for a currency stabiliza- 
tion plan to be presented to Congress. 

World Bank Loan—The World Bank 
has agreed to make a loan of $73 millions 
to Brazil for financing the first stage of 
a new hydro-electric project that will, 
when completed, increase the power 
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supply now available to Central Southern 
Brazil by 50 per cent. 


CENTRAL AFRICAN 
FEDERATION 


Election Result—The Federal elections 
held in November resulted in victory 
for the United Federal Party headed by 
Sir Roy Welensky. Subsequently Sir 
Roy, who thus continues in the post of 
Prime Muinister, indicated that in recon- 
structing his government he would make 
provision for a Minister for Economic 
Affairs—an entirely new appointment. 
Later he left Rhodesia for London to 
hold discussions with the British authori- 
ties on the constitution for Northern 
Rhodesia and the constitutional develop- 
ment of the Federation as a whole. 


CEYLON 
Government Assurances — The 
Government has announced that it 


does not intend to solve the country’s 
economic difficulties by a devaluation 
of the rupee. 

The Prime Minister, Mr Bandaraike, 
has also announced the Government’s 
decision to put off nationalization of 
foreign-owned plantations for five or 
ten years. 


CHILE 


New President—Senor Jorge Ales- 
sandri Rodriguez, an industrialist, be- 
came President of Chile on November 3. 
As Munister of Finance from 1948 to 
1950, he brought about a considerable 
improvement in the country’s economy. 
He materially strengthened the budget 
and arranged for the resumption of the 
service on foreign debts. 


COLOMBO PLAN 


Annual Meeting—Delegates from the 
18 Colombo Plan countries met in 
Seattle in November for their annual 
meeting. In an address to the delegates 
President Eisenhower outlined five major 
requirements for the vigorous economic 
growth of under-developed areas—ex- 
panding international trade, technical 
skills, private investment, bank credit 
facilities and finance to cover other 
sound projects so arranged that the bor- 
rower would enjoy “ flexibility regarding 
the terms of repayment’’. Mr Eisen- 


hower pointed out that Colombo Plan 
countries had so far received more than 
half the US Development Loan Fund’s 
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advances and expressed the hope that 
Congress would provide adequate re- 
sources to enable the Fund to meet new 
requests for loans from the participating 
countries. 


The British delegation indicated the 
UK’s willingness to increase its contri- 
bution to the financing of development 
within the Colombo Plan region. 


FRANCE 


Declining Activity—A marked slowing 
down of the growth of industrial output 
has produced fears that the country is 
heading for a recession and calls for 
measures by the Government to stimu- 
late economic activity. However, both 
the OEEC and EPU have included 
warnings against a precipitate relaxation 
of credit controls in reports recently 
issued on the French economy. ‘They 
argue that until there has been a marked 
improvement in the country’s external 
balance strict disinflationary measures at 
home will continue to be necessary. 


Common Market Problems—An in- 
vestigation carried out by the Credit 
Lyonnais, one of the leading commercial 
banks, reveals that French prices are on 
average about 10 per cent higher than 
German prices. It argues that adapta- 
tion of industry to the common market 
will not take place until internal prices 
in the six member countries have been 
brought into line. ‘The report suggests 
that a simple monetary operation would 
not provide a solution, since it would 
fail to discriminate as between high cost 
and low cost industries. 


GERMANY 


OEEC Recommendations—A report 
on economic conditions in the Federal 
Republic prepared by OEEC argues that 
everything possible should be done to 
further the downward movement in 
interest rates. It concedes that the 
cheaper money measures Germany has 
already taken have helped to stimulate 
the outflow of capital from Germany, 
but argues that unless lending abroad is 
greatly expanded the continuation of the 
large current account surplus in the 
country’s external payments must lead 
to further embarrassingly large accruals 
of foreign exchange reserves. The report 
also suggests that Germany should strive 
to reduce the trade surplus and suggests 
that this could be achieved by liberaliza- 
tion of agricultural imports. 
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FULL NARRATIVE DESCRIPTION 
AND AUTOMATIC ACCOUNTING IN 
ONE OPERATION 


Here is an entirely new typing 
accounting machine—the 
Burroughs Typing Sensimatic, 
providing increased office 
productivity over a wide variety 
of accounting work forall 

types of business. 

Automatic features simplify 
the operation of the machine and 
up-to-date Management reports 
are provided as a by-product of 
routine accounting applications. 

The Burroughs Typing 
Sensimatic has unmatched 
flexibility. The control unit 
permits each job to be 
individually programmed and 
four or more programmes may 
be incorporated in ONE unit. 
The type keyboard follows the 
standard alpha arrangement 

and has a natural slope with 

42 keys scientifically placed for 
speed and ease of operation. The 
writing unit itself is a removable 
box printer, two inches wide 

by one inch high, containing 


84 characters. Contact your 


NEW BURROUGHS TYPING SENSIMATIC 


local Burroughs office or write 
direct to: Burroughs Adding 
Machine Ltd., 356-366 Oxford 
Street, London, W.1. 
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Protection Rejected— ‘lhe head of 
the economic policy section of the 
Ministry of Economics, Herr Langer, 
has justified the Cabinet’s decision not 
to protect individual industries against 
the backwash of the deterioration in 
business conditions on the grounds that 
such a move would not be justified 
while Germany was showing such a 
large surplus in its external trade unless 
unemployment became severe. He esti- 
mated that the favourable trade balance 
would amount to DM 5,000 millions in 
1958 compared with DM 4,375 millions 
last year. 

Bank Merger—'lhe shareholders of the 
three successor banks to the Commerz- 
bank have approved their re-unification. 
The re-establishment of the three main 
pre-war banking groups has now been 
formally completed. 


GREECE 


West German Credit— Under an agree- 
ment concluded with the West German 
Government Greece will be granted a 
credit of 200 million D-marks to finance 
purchases of German goods for assisting 
her development programme. Money 
for backing the credit is to be raised by 
the German Government on the private 
capital market during 1959. 


HONG KONG 


Limitation of Exports—vTextile inter- 
ests have agreed to the voluntary limita- 
tion of exports of all types of cotton 
goods to Britain to help the Lancashire 
cotton industry. 


INDIA 


Planning Differences—Jhe National 
Development Council, which comprises 
all the Chief Ministers of States with 
Mr Nehru, the Prime Minister, as chair- 
man, has rejected the recommendation 
of the Indian Planning Commission that 
public sector outlays under the Second 
Five-Year Plan should be reduced from 
Rs 45,000 millions to Rs 42,600 millions. 
The Commission had argued that avail- 
able resources would not be sufficient to 
support the higher figure. 


German Loan—It has been announced 
that Western Germany has agreed to 
advance another $60 millions loan to 
India to cover development spending in 
the two-year period ending March, 1961. 
This is in addition to the $40 millions 
advance promised for meeting commit- 
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ments connected with the five-year plan 
prior to April, 1959. 

Pensions Settlement—lIndia has 
ceived another £10 millions from the 
UK in connection with the settlement of 
pensions claims arising out of the ter- 
mination of British rule. ‘This is part 
of the £38} millions Britain agreed to 
make available before the end of March, 
1959, to help cover the deficit in India’s 
external payments during that period. 
The other £283 millions will be made 
available in the form of a credit granted 
through the UK’s’ Export Credits 
Guarantee Department. 


IRISH REPUBLIC 


New Clearing Arrangements—A new 
system under which the commercial 
banks settle through the Central Bank of 
Ireland all domestic transactions arising 
between members of the Dublin Bankers’ 
Clearing Committee came into operation 
at the beginning of November. ‘The 
commercial banks are to maintain ac- 
counts in the Central Bank for the pur- 
pose of settling net indebtedness among 
themselves. No action is being taken for 
the present to extend the new system to 
embrace clearings between Irish and 
English banks. ‘The innovation, which 
was made by the Central Bank after 
consultations with the commercial banks 
and the Ministry of Finance, is regarded 
as a further step towards the building up 
of a domestic money market. 


More Capital Spending— The Govern- 
ment has approved a five-year capital 
development programme entailing official 
outlays of £221 millions. This is a 
modest increase on the present capital 
expenditure rate of £36 millions per 
annum. 


Te- 


ITALY 


Freer Capital Transfers—Exchange 
control arrangements are to be amended 
to permit freer capital transfers. Hence- 
forward the holders of foreign issues of 
Italian shares who are not residents of 
Italy may send their shares to Italy 
through an authorized bank. In Italy 
such stocks may be exchanged against 
the domestic issue of the same share and 
either held in a foreign dossier there or 
returned to the owner. Alternatively, 
the Italian issue of the share obtained 
by converting the foreign issue may be 
sold in Italy and the proceeds reinvested 
there or credited to a foreign capital 
account (funds held in such accounts 








are freely transferable to other countries 
im any currency). 


JAPAN 


Exchange Relaxation—'l‘he Ministry 
of Finance has announced that it will in 
future allow exchange banks to buy or 
sell sterling in overseas markets without 
reservations. Previously they were 
allowed to engage in outright sales and 
purchases of sterling against dollars only 
within the limits fixed weekly by the 
Bank of Japan. The Ministry described 
the change in official policy as a reflection 
of the Japanese Government’s confidence 
in the long-term stability of the £. 


LEBANON 
Rising Activity—There has been a 
marked improvement in the _ internal 


political situation since the formation 
of a new government in mid-October. 
Industrial and commercial activity, 
which had been badly disrupted by 
the inter-party strife of the preceding 
months, has been more or less fully 
resumed. 


MALAYA 


New Central Bank Scheme—'lhe 
Federal Legislative Council has passed 
legislation authorising the _ establish- 
ment of the Central Bank of Malaya. 
For the time being its operations will be 
restricted to the Federation, but Singa- 
pore and other territories will be allowed 
to participate at a future date if they so 
wish. Its main functions will be the 
issue of currency, the safeguarding of 
currency and the influencing of credit 
to the benefit of the country. The new 
institution will not act as an issue bank 
until the present Currency Board ceases 
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to have authority for the issue of cur- 
rency and there is no intention of with- 
drawing that authority now. Further, 
the Central Bank will not only prescribe 
the minimum liquid assets the com- 
mercial banks should hold, but might 
also require these banks to keep a pre- 
scribed percentage of their deposits in 
securities of the Federation. Hitherto 
the banks’ liquid resources have been 
mainly employed in the UK. 

London Loan Planned—Sir Henry 
Lee, Finance Minister in the Federation 
Government, has indicated that in recent 
discussions with the UK authorities that 
Malaya wished to float a loan in London 
in 1959 and establish an independent 
dollar reserve. Hitherto the whole of 
the country’s external reserves have been 
in the form of sterling. 

CDFC Participation—The Common- 
weath Development Finance Company 
of London has announced a £500,000 
participation in the financing of the 
Cameron Highlands hydro - electric 
scheme. 


NETHERLANDS 


Bank Rate Cut—Following the con- 
tinued improvement in the country’s 
economy, the Netherlands Bank has 
made a further reduction of $ per cent 
in Bank rate, which now stands at 34 
per cent. 


Increased Tourist Allowance — ‘The 
authorities also announce that the annual 
foreign currency allowance for tourism is 
to be raised from Fls 1,000 to Fls 2,000 
per head. Official figures show that the 
current account surplus in the first half 
of the year amounted to Fls 827 millions. 
In the previous six months the favour- 
able balance was limited to Fls 91 mil- 
lions, while in the first half of 1957 
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there was a deficit of Fls 458 millions. 
Personal Loans—A number of com- 
mercial banks, including the ‘I‘wentsche 
and Amsterdamsche Banks, have intro- 
duced personal loan schemes modelled 
on those launched by a number of UK 
banks in the August-September period. 


NEW ZEALAND 


New York Loan.— ‘The Finance 
Minister, Mr Nordmeyer, has announced 
that the Dominion has raised a long- 
term loan of $10 millions in the New 
York market. It has been reported, 
though not officially confirmed, that the 
operation was designed as part funding 
of the £10 millions loan obtained from 
the Midland Bank in the UK a short 
time before. ‘The Finance Minister has 
indicated that New Zealand will have 
to raise a new loan in the UK in 1959 
to deal with its payments difficulties, 
but expressed the hope that it would be 
able to make do with much smaller 
total borrowing abroad next year than 


in 1958. 
NIGERIA 


Independence— Following understand- 
ings reached at the Nigerian Constitu- 
tional Conference held in London in 
the second half of October, the UK 
Government have decided to fix Octo- 
ber 1, 1960, as the date for Nigerian 
independence. ‘The Prime Minister of 
the Nigerian Federation and the Premiers 
of the regional governments have ex- 
pressed their deep appreciation of the 
British Government’s announcement and 
their desire that co-operation between 
Britain and Nigeria should continue after 
independence. 


PAKISTAN 


New President—General Mohammed 
Ayub Khan, who succeeded General 
[skander Mirza Khana as President at 
the end of October after the revolt that 
resulted in the suspension of consti- 
tutional government, is to hold the 
posts of Prime Minister, Minister of 
Defence and Martial Law Administrator. 
US Loan—Pakistan is to receive a $60 
millions loan from the US Development 
Loan Fund for spending on development 
projects. 

Jute Agency—The head of the Indus- 
trial Development Corporation has an- 
nounced that a centralized agency to 
control jute policy will be set up shortly. 
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One of its main tasks will be to raise 
foreign exchange earnings from the sale 
of jute abroad. 


SOUTH AFRICA 


Cabinet Appointments—Dr Verwoerd, 
the new Prime Miunister, has appointed 
Dr Donges to the Ministry of Finance 
and Dr Diederiches to the Ministry of 
Economic Affairs. ‘The former Minister 
of Economic Affairs, Dr Van Rhijn, 
has been appointed High Commissioner 
for the Union in Britain. 
Nationalization Threat—Dr Louw, 
the South African financier, has touched 
off a new controversy by asserting that 
unless Afrikaners are allowed to have a 
larger share in the control of industry, 
mining and finance in the Union, they 
may have to resort to nationalization. 
Business leaders have complained that 
such statements have adverse effects on 
the country’s economic prospects. Dr 
Diederiches, the new Minister of Eco- 
nomic Affairs, has stated that his policy 
will be to promote the investment of 
both local and foreign capital in the 
Union. He is studying the problem, and 
has stated that he will take steps to deal 
with it. 


SWEDEN 


Falling Exports—A report prepared by 
the Swedish Economic Research Insti- 
tute points out that the downturn in 
economic activity in other parts of 
Europe has exerted a downward pressure 
on Sweden’s sales abroad. Admitting 
that so far the impact on the home 
economy of external developments has 
been largely neutralized by internal ex- 
pansionary measures, it goes on to argue 
that there is now a risk of a deterioration 
in the balance of payments and of a 
further increase in unemployment. 


SWITZERLAND 
Foreign Loans—The first of the three 
foreign loans the National Bank is 


allowing to be floated on the Swiss 
market during 1958—a SwFrs 40 million 
issue by an Austrian company—was 
oversubscribed thirty times. The second 
loan—one of SwFrs 50 millions by the 
International Business Machine Cor- 
poration of New York for financing 
European development—was launched 
early in November. ‘The third—an issue 
of SwFrs50 millions by a _ French 
chemical and glass manufacturing con- 
cern—was also being issued during 
November. 





TURKEY 


Pipeline Plans—Agreement is stated 
to have been reached with Iran on the 
construction of a 1,000-mile pipeline to 
connect Iranian oilfields with the ‘Turkish 
coast. Political considerations, notably 
the recent crises in the Middle East, 
are said to have prompted the scheme. 
No consultations have taken place with 
the oil companies concerned. 


UNITED ARAB REPUBLIC 


Russian Credit for Aswan—A Russian 
offer to grant Egypt a credit of 400 
million roubles (just under some £40 
millions sterling at the official exchange 
rate) to enable her to purchase Soviet 
equipment for carrying out the first 
stage of the Aswan Dam project has 
been accepted. Work will start early in 
1959. Repayment of the credit will 
begin when the first stage has been 
completed, and according to Egyptian 
sources will be made in goods, not cash. 
The Egyptian Government does not 
regard the acceptance of the Russian 


offer of first-stage financing for the dam 
as closing the door to Western partici- 
pation in this project. 

Economic Merger—The Minister for 
Economics and Commerce, Dr Kais- 
souny, has announced that customs and 
trade barriers between the two regions 
would be removed at about the same 
time so that the economic merger pro- 
vided for by the political act of union 
last February will have been largely 
completed within eighteen months in- 
stead of the four to five years originally 
expected. 


YUGOSLAVIA 


London Discussions—The Yugoslav 
Foreign Minister, Mr Popovic, visited 
London at the end of October to discuss 
with UK Ministers a request for a loan 
of approximately {15 millions for financ- 
ing the importation of capital goods. 
Subsequently, the UK authorities an- 
nounced that the proposal was being 
given ‘“‘ urgent and careful considera- 
tion ”’. 
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Development Banks, by W. Diamond. ‘The Economic Development Institute. John 
Hopkins Press; Oxford University Press, 24s. 

The Bank for International Settlements, by H. H. Schloss. North-Holland Publishing 
Co, Amsterdam, 15 guilders. 

Das schweizerische Bankwesen in Jahre 1956. Orel Fiissli Verlag, Fr 5. 


Law and Practice 
(i) Banking 
Practice and Law of Banking (8th ed), by H. P. Sheldon and C. B. Drover. Macdonald 
& Evans Ltd, 35s. 
The Bills of Exchange Act, 1882, by M. Megrah. Pitman & Sons Ltd, 25s. 
The Bills of Exchange Act, 1882 (17th ed). Waterlow & Sons Ltd, 10s 6d. 
Richardson’s Negotiable Instruments (2nd ed). Butterworth & Co (Publishers) I.td, 
17s 6d. 
Gilbart Lectures on Banking 1958, by M. Megrah. Institute of Bankers, 4s. 


(ii) Taxation 

Income Tax Law and Practice (28th ed), by Newport and Plunkett. Sweet & Maxwell 
Ltd, 30s. 

Income Tax Principles (3rd ed), by H. A. R. J. Wilson and K. S. Carmichael. HFI. 
(Publishers) Ltd, 12s 6d. 

Key to Income Tax, Finance Act Edition, edited by P. F. Hughes. Taxation Publishing 
Co Ltd, 10s. 

Key to Profits Tax (5th ed), by P. F. Hughes. Taxation Publishing Co Ltd, 12s. 

Tax Problems of the Family Company (2nd ed), by Milton Grundy. Sweet & Maxwell 
Ltd, 30s. 

Purchase Tax, by A. 'T. Grieve. Sweet & Maxwell Ltd, 25s. 

Taxation Manual (9th ed). ‘Taxation Publishing Co Ltd, 25s. 
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(iii) Investment 

Money at Work—A Survey of Investment, edited by Milted Grundy. Sweet & Maxwell 
Ltd, 17s 6d. 

Investment for the Ordinary Man, by M. L. Warren. MacGibbon & Kee, 15s. 

Your Guide to Stocks and Shares, by “‘ Nedlaw ”’.. Nicholas Kaye Ltd, 12s 6d. 


iv) 


Other 

Elements of Credit Insurance, by Hans Karrer. Pitman & Sons Ltd, 45s. 

Practical ae a (12th ed), Spicer & Pegler’s, by W. W. Bigg. HFL (Publishers) 
Ltd, 27s 6d. 

Your Business—The Right Way to Run It, by Andrew George Elliot, 7s 6d. 

Financial Problems of the Family Company, by A. R. English. Sweet & Maxwell Ltd, 21s. 

The Management Counsellor Speaks to You, by A. G. Cruft. W. R. Chambers Ltd, 15s. 

Practical Book-Keeping and Commercial Knowledge (10th ed), by W. W. Bigg, H. A. R. J. 
Wilson and A. E. Langton. HFL (Publishers) Ltd, 21s. 

Williams on Bankruptcy (17th ed), by Muir Hunter. Stevens & Sons Ltd, £6 6s. 

Williams on Wills (2nd cumulative supplement). Butterworth & Co. (Publishers) Ltd, 
17s 6d. 

The Principles of Executorship Accounts (3rd ed), by H. A. R. J. Wilson and K. S. 
Carmichael. HFL (Publishers) Ltd, 15s. 

The Legal Aspects of Business (5th ed), by H. R. Light. Pitman & Sons Ltd, 16s. 

Underhill’s Law Relating to Trusts and Trustees (10th ed), 7th cumulative supplement, 
by M. M. Wells. Butterworth & Co (Publishers) Ltd, 8s 6d. 

Le Credit Documentairs, by Jean StoufHlet. Librairies Techniques, Frs 2.100. 

The Accounts of Limited Company Customers, by L. C. Mather. Waterlow & Sons 
Ltd, 12s 6d. 

Controls on Company Finance, by B. J. Sims. Sweet & Maxwell Ltd, 25s. 

The Advocate’s Devil, by C. P. Harvey. Stevens & Sons Ltd, 12s 6d. 


Industry 


The Sources of Invention, by J. Jewkes, D. Sawers, R. Stillerman. Macmillan & Co 
Ltd, 31s 6d. 

Investment in Innovation, by C. F. Carter and B. R. Williams (Science and Industry 
Committee). Oxford University Press, 15s. 

Business Enterprise—Its Growth and Organisation, by R. S. Edwards and H. Townsend. 
Macmillan & Co Ltd, 60s. 

Surveys of Indian Industries, Vol I, by B. S. Rao. Oxford University Press, 27s 6d. 

American Investment in British Manufacturing Industry, by J. H. Dunning. George 
Allen & Unwin Ltd, 35s. 

The Theory of Business Enterprise, by Thorstein Veblen. Frederick Muller Ltd, 4s. 

Nationalisation, by E. Rubin. De Vero Books, 2s 6d. 

Bid For Power, by G. Bull and A. Vice. Elek Books Ltd, 25s. 

Modern Cosmetics and Perfumery. Political and Economic Planning, 2s 6d. 

The British Film Industry. Political and Economic Planning, 5s. 


History and Biography 


Robert Torrens and the Evolution of Classical Economics, by L. Robbins. Macmillan 
& Co Ltd, 36s. 

One Hundred Years of Limited Liability Companies in “a by Lord Cohen of 
Walmer. Oxford University Press (Magnes Press), 

Georgian Afternoon, by L. E. Jones. Rupert Hart-Davis Ltd, 21s. 

Quaker Homespun, by Hubert Fox. George Allen & Unwin Ltd, 12s 6d. 

Monetary and Fiscal Thought and Policy in Canada 1919-1939—Canadian Studies in 
Economics No 8, by I. Brecher. ‘Toronto University Press; Oxford University 
Press, 42s. 

Capital in Agriculture: Its Formation and Financing Since 1870, by A. S. 'Tostlebe. 
Princeton University Press; Oxford University Press, 48s. 

Banks and Politics in America fre om the Revolution to the Civil W. ar, by Bray Hammond. 
Princeton University Press; Oxford University Press, 100s. 

Origins of Ownership, by D. R. Denman. George Allen & Unwin Ltd, 22s 6d. 

Bankers and Pashas, by D. S. Landes. William Heinemann Ltd, 30s. 

Financial Intermediaries in the American Economy Since 1900, by R. W. Goldsmith. 
Princeton University Press; Oxford University Press, 68s. 

A History of the Dollar, by Arthur Nussbaum. Columbia Univ ersity Press, Oxford 
University Press, 36s. 

My Own Story, by Bernard M. Baruch. Odhams Press Ltd, 21s. 

Esto Perpetua—Norwich Union Life Insurance Society 1808-1958. 
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Income and Wealth, Series VII, Canada’s Economic Development 1867-1953, by O. J. 
Firestone. Bowes & Bowes Ltd, 45s. 

Histoire Monetaire de Saint-Domingue et de la Republique da’ Haiti Jusqu’en 1874, by Robert 
Lacombe. Editions Larose, Frs 505. 


Miscellaneous 

Statistics—A New Approach, by W. Allen Wallis and H. V. Roberts. Methuen & Co 
Ltd, 50s. 

Parkinson’s Law, by C. Northcote Parkinson. John Murray (Publishers) Ltd, 12s 6d. 

The Organisation Man, by W. H. Whyte. Jonathan Cape Ltd, 28s. 

The Boss, by Roy Lewis and Rosemary Stewart. Phoenix House, 21s. 

Budgetary Control and Standard Costs (4th ed), by J. A. Scott. Pitman & Sons Ltd, 21s. 

Prospects for Television. Political and Economic Planning, 3s 6d. 

The Changing Pattern of Distribution, by N. A. H. Stacey and A. Wilson. Business 
Publications Ltd, 45s. 

Les Distorsions Economiques D’ Origine Fiscale—Congres de Vienne, Septembre 1957, 
XIII session. Institut International de Finances Publiques. Frs Belges 320. 

The Challenge of Emplovee Shareholding, by G. Copeman. Business Publications Ltd, 18s. 

A Review of Commonwealth Raw Materials, Vol 1. 37th Report. Commonwealth 
Economic Committee, 15s. 

Television in Britain. Political and Economic Planning, 3s 6d. 

Madison Avenue, USA, by Martin Mayer. The Bodley Head Ltd, 25s. 

Motivation Research, by Harry Henry. Crosby Lockwood & Son Ltd, 30s. 

The Bank Audit, by Bruce Marshall. Constable & Co Ltd, 18s. 

Expense Account, by Joe Morgan. Longmans, 15s. 

World Without War, by J. D. Bernal. Routledge & Kegan Paul Ltd, 25s. 

Refugees in Britain. Political and Economic Planning, 2s 

Careers Encyclopedia (2nd ed), edited by G. H. Chaffe and P. J. Edmonds. Cleaver- 
Hume Press Ltd, 15s. 

The Growth of Government. Political and Economic Planning, 2s 6d. 

Plans for Oxford’s Roads. Political and Economic Planning, 2s 6d. 

Policy for Water. Political and Economic Planning, 2s 6d. 

Teach Yourself Books—Insurance, by H. A. L. Cockerell. English Universities Press 
Ltd, 6s. 

Residential Finance, 1950, by R. U. Ratcliff, D. B. Rathburn and J. N. Honnold. 
Chapman & Hall Ltd, 48s. 

Federal Lending and Loan Insurance, by R. J. Saulnier, H. G. Halcrow and N. H. 
Jacoby. National Bureau of Economic Research. Princeton University Press; 
Oxford University Press, 96s. 

Immigration to Israel, 1948-53, by Moshe Sicron. Statistical Supplement. Falk Project 
for Economic Research in Israel. Central Bureau of Statistics, $1.50. 

The Public Sector Accounts for Israel, Vols 1 and 2. Falk Project for Economic Research 
in Israel. 

The Council of the Corporation of Foreign Bondholders, 84th annual report for the year 
ending 1957, 7s 6d. 

Capital and Credit in Agriculture—International Journal of Agrarian Affairs, Vol II, 
No 4, January 1958. Oxford University Press, 5s. 

Lloyd’s Australian and New Zealand Trade Register, 1957-58. 

Japan Company Directory, 1958. The Oriental Economist. 

Investissement et Financement, by Marcel Malissen. Librairie Armand Colin. 

The Suez Canal and the Australian Economy, by W. Woodruff and L. McGregor. 
Melbourne University Press; Cambridge University Press, 2s 6d. 

The Industrial Muse, by J. Warburg. Oxford University Press, 15s. 

Le Bilan, Sa S$ es E ace. Presses Universitaires 
de France, Frs 1800. 

1958 Canadian Trade Index. Canadian Manufacturers’ Association, $10.00. 

Concise Oxford Atlas (2nd ed). Clarendon Press; Oxford University Press, 30s. 

The Income-Tax Burden on Stockholders, by D. M. Holland. Princeton University Press; 
Oxford University Press, 40s. 

Scanning the Provinces (3rd ed, 1958). Northcliffe Newspapers Group Ltd. 

Building Societies, Their Origin and History, by Seymour J. Price. Franey & Co, £5 5s. 

Trustee Savings Bank Year Book, 1958 (25th ed). W yman & Sons Ltd, 5s 6d. 

The Mining Journal Annual Review, 1958. Mining Journal Ltd. 

An Appraisal of the 1950 Census Income Data—Studies in Income and Wealth, Vol 23. 
Princeton University Press; Oxford University Press, 80s. 

Bibliography on Income and UY ‘ealth, Vol VI, 1953-54, edited by Phyllis Deane, Inter- 
national Association for Research in Income and Wealth. Bowes & Bow es, 37s 6d. 

A Critique of the United States Income and Product Accounts, Vol 22. Studies in Income 
and Wealth. Oxford University Press, 92s. 
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Barclays Bank—Mr A. G. Boyd, from 
Head Office, to be a local director of the 
Maidstone and Canterbury Dist. Head 
Office: Mr C. E. W. Worland to be general 
manager (staff). Baildon: Mr E. N. ‘Tolson, 
from Knaresborough, to be manager in 
succession to the late Mr H. G. Haley. 
Bedminster: Mr A. N. Biggs to be manager 
on retirement of Mr H. Thomas. Hull, 
Hessle Rd: Mr I. G. Chivers, from Vic- 
toria St, Grimsby, to be manager on retire- 
ment of Mr E. W. Fraser. Luton, Town 
Hall: Mr F. J. Sharman, from Hitchin, to 
be manager. 

Commercial Bank of Scotland—The Rt 
Hon Lord Saltoun has been appointed 
governor of the Bank, and Sir William 
Nicholas Cayzer has been appointed an 
ordinary director. 

District Bank—Blackpool, South Shore: 
Mr W. A. Bailey, from Cardiff, to be 
manager. Cardiff: Mr W. H. Howells, 
from Swansea, to be manager. Manchester 
and Salford, Moss Side: Mr W. B. ‘Turner, 
from Didsbury, to be manager. New 
Brighton: Mr J. L. Weigh to be manager. 
Lloyds Bank—-Head Office—Advance Dept: 
Mr N. W. Jones, from 210 Commercial Rd, 
and Mr A. W. ‘Taylor, from Bury St Ed- 
munds, to be assistant controllers; Orgamza- 
tion Dept: Mr H. W. Demain, from Man- 
chester, to be an inspector; Staff Dept: 
Mr J. R. Gratton to be staff controller, 
northern area. Birmingham, Dist Office: 
Mr F. R. Kelly, from advance dept, head 
office, to be assistant district manager. 
London, Portman Sq: Mr H. A. Barratt, 
from Croydon, to be manager. Batley: Mr 
J. A. Richardson, from Harrogate, to be 
manager. Birmingham—King’s Heath: Mr 
A. L. Dawson, from Staff College, to be 
manager on retirement of Mr L. B. Jordan; 
Temple Row: Mr W. A. Woodall, from 
Dist Office, Birmingham, to be manager on™ 
retirement of Mr E. L. Crosbee. Birkenhead, 
Bebington and Rock Ferry: Mr R. R. Wild, 
from Ellesmere Port, to be manager on 
retirement of Mr G. D. Harvey. Bourne- 
mouth, Winton: Mr R. E. G. Leworthy, 
from Sandown, IW, to be manager on 
retirement of Mr L. E. Bickel. 

Martins Bank—Bellingham: Mr R. W. 
Mackenzie, from Ashington, to be manager. 
Hebburn: Mr A. B. Jameson, from North 
Shields, to be manager. Manchester, Levens- 
hulme: Mr K. F. Osborn, from Manchester 
Dist Office, to be manager. Newcastle upon 
Tyne—Trustee Dept: Mr H. E. Crossfield, 
from Kendal, to be manager; Gallozwgate: 
Mr H. Brown, from Hebburn, to be manager. 
Midland Bank—Head Office: Mr K. D. 


Clarke, from Bristol, to be a superintendent 


APPOINTMENTS AND RETIREMENTS 


of branches in succession to Mr T. B. 
Meays. London—Overseas, Bill Dept: Mr 
W. J. Clay to be manager on retirement of 
Mr F. L. Sweetman. Alcester: Mr M. Jeays, 
from Chesham, to be manager in succession 
to Mr J. G. Dicks. Barnstaple: Mr H. O. 
Ellis, from Cullompton, to be manager in 
succession to Mr C. W. Dart. Basildon: 
Mr F. Schofield to be manager. Bourne- 
mouth, Old Christchurch Rd: Mr T. B. 
Meays to be manager on retirement of 
Mr L. H. Davidson. Chepstow: Mr K. M. 
Williams, from Hereford, to be manager in 
succession to the late Mr C. H. Budden. 
Cheshunt: Mr J. C. Dicks, from Alcester, to 
be manager on retirement of Mr J. Dawson. 
Cullompton: Mr J. M. Ritchie, from Mine- 
head, to be manager in succession to Mr 
H. O. Ellis. 

Midland Bank Executor and Trustee— 
Bristol: Mr W. H. Sedgley to be manager 
on retirement of Mr O. L. Jones. 

National Bank of Scotland—Greenock, 
West End: Mr J. P. Lavingstone to be 
manager on retirement of Mr A. R. Gregson. 
National Provincial Bank—Head Office: 
Mr D. B. Hornzee to be chief accountant on 
retirement of Mr J. M. Fletcher. Andover: 
Mr C. G. Tew, from Totnes, to be manager. 
Barton-on-Humber: Mr M. B. Williams, 
from Whitby, to be manager on retirement 
of Mr A. E. Bramley. Bristol, Knowle: 
Mr W. L. Knight, from Chippenham, to be 
manager in succession to Mr J. C. Freeman. 
Chippenham: Mr G. H. Orr, from Truro, 
to be manager. Llandudno: Mr E. Jones, 
from Machynlleth, to be manager on retire- 
ment of Mr S. O. Davies. 
Royal Bank of Scotland—Mr Hugh 
Cowan-Douglas has been elected an ordinary 
director. Glasgow, Maryhill: Mr J. C. 
Hamilton, from Partick, Glasgow, to be 
manager on retirement of Mr R. Carr. 
Huntly: Mr P. Laidlaw, from Meigle, to be 
manager on retirement of Mr A. Christie. 
Westminster Bank—Head Office: Mr G. L. 
Flint, from Kensington, to be an inspector 
of branches. Overseas Branch: Mr D. A. 
Tomsett, from Manager’s Office, to be 
assistant principal, merchandise dept, in 
succession to the late Mr J. G. Topham. 
London—Bayswater: Mr C. J. Harvey to be 
manager on retirement of Mr L. S. House- 
hold; Ealing Common: Mr K. S. Browne, 
from Brondesbury, to be manager; Kensing- 
ton: Mr P. C. Stewart, from Dorking, to be 
manager. Bebington: Mr H. R. Hutchinson, 
from Stanley Rd, Bootle, to be manager. 
Hoylake: Mr B. King, from Bebington, to 
be manager. Kingston Hill: Mr C. L. K. 
Dixon to be manager on retirement of Mr 


H. R. Borer. 
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1958 
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ee oe est eed ee ae ee 


Averages 

of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1951: Oct 


Nov .. 


1957: Aug .. 
Sept .. 


Oct 


Nov .. 


Dec 


1958: Jan 
Feb 


Mar .. 
April.. 
May . 
June .. 
July .. 
Aug .. 
Sept . 


Oct 


*'Ten clearing banks for 1921-35, thereafter eleven. 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 


vi 
Ne) 
~] 
WwW 
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— 
~j] ~] 
-_ © 
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nN 
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6,152 
6,119 
6,325 
6,368 
6,313 
6,376 
6,441 








Liquid Assets 
- oO; + 


{mn 


680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,098 33 
2,218 35 
2,256 35 
2,423 39.1 
1,981 32.0 
2,270 33.3 
2,278 35.4 
2,364 36.2 
2,404 36.9 
2,664 38.5 
2,563 37.8 
2,254 35.2 
2,160 33.9 
2,136 33.1 
2,079 32.4 
2,191 32.8 
2,257 33.8 
2,199 33.4 
2,222 33.4 
2,242 33.2 





TDRs 
{mn {mn 
— 325 
— 391 
— 356 
— 341 
— 286 
--— 265 
~— 254 
— 254 
— 257 
a 258 


1,387 1,165 
1,811 1,156 


1,492 1,345 
1,308 1,474 
1,284 1,479 
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Banking Trends since World War I* 


Investments 


Advances 


£,mn 
833 
750 
761 
808 
856 
892 
928 
948 
991 
963 


919 
844 
759 
753 
769 
839 
865 
954 
976 


991 
955 
858 
797 
747 
750 


1,731 
1,804 
2,019 
1,897 
1,952 


1,897 
1,925 


1,964 
1,954 
1,921 
1,874 
1,881 


1,859 
1,880 
1,917 
1,964 
1,962 
2,030 
1,997 
1,993 
2,027 
2,082 


t Ratios to gross deposits. 
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Trend of * Risk ’’ Assets 


4 ot 
Gross 
Deposits 
Investments: 

Barclays - _» est aaa 
Lloyds. . - .. 410.6 33.9 
Midland - o« Meeee 32.2 
National Provincial .. 229.1 29.1 
Westminster .. .. Bead Baca 
District iS i t.1 30.5 
Martins a a 90 .4 28.3 

Eleven Clearing 
Banks .. 2,193.2 a. 

Advances: 

Barclays ‘4 « S65 27.9 
Lloyds. . “e a ho 
Midland a .. 439.7 29.6 
National Provincial .. 280.7 35.6 
Westminster .. _. eee) 6=— ss B.S 
District me a 78.8 32.0 
Martins ne .. weo.o af .i 

Eleven Clearing 
Banks .. 2,082.3 30.9 


Trend of Bank Liquidity* 


1955 1956 


Mar Dec Mar 
oO; Oo; oO; 


Barclays .= aoe See eS 
Lloyds .. 31.1 34.4 32.4 
Midland  oe.4t 3.2° 31.8 
National Prov 30.7 38.7 31.3 
Westminster... 29.7 36.3 33.1 
District .. 31.5 39.9 37.2 
Martins .. 28.5 39.8 33.3 
All Clearing 

Banks .. 29.9 37.4 33.1 


(Z, millions) 


Oct 15, 1958 
Ap 


37.4 


* Cash, call money and bills shown as percentage 


CHANGE IN 











Year to Monthly Periods 
Oct 1958 ——_-____ 
1958 July Aug Sept Oct 
-43.5 - 1.2 +3.9 0.5 
52.3 -11.6 +0.5 2.6 3.4 
23.7 - 0.1 a — 0.2 
- $.9 — 0.1 —-0.1 -= —10.3 
26.0 0.2 — —— 0.6 
- 3.3 —- -0.1 0.9 _ 
0.8 —- ~0.1 a 0.5 
163.2 11.5 +6.2 3.8 —- 9.7 
20.4 - 7.8 +3.8 5.7 +11.2 
25.5 -10.0 -2.8 - 1.0 +410.1 
-46.5 + 0.8 -1.3 +13.7 + 7.8 
24.6 - 5.1 -1.0 + 8.9 12.4 
26.3 - 2.8 -8.2 4.1 11.8 
9.1 — 0.3 -Q.1 0.8 + 2.2 
9.2 - 3.0 +4.6 1.0 0.1 
160.6 -33.0 -—3.5 34.2 +55.1 
1957 1958 
Mar Sept Oct Dec Mar Sept Oct 
31:8 35.4 35:5 37-7 34.2 33.1 33.0 
29.7 35.6 36.1 37.3 31.9 32.0 31.2 
34.1 35.1 36.7 39.0 33.9 33.8 35.0 
31.1 35.0 35.1 39.5 34.0 32.8 31.7 
34.3 36.7 37.5 39.0 35.4 33.8 33.1 
39.4 35.86 35.9 FW.2 33.3 Bid Ria 
36.7 37.4 39.0 41.0 35.9 36.3 36.1 
32.6 35.4 36.2 38.4 33.9 33. 4 33.2 


of gross deposits. 


Money and Bill Rates 


Mondays: 


1957 
Bank rate .. ig = 7 
Treasury bills: 
Average allotment rate* 6 #. 
Market’s dealing rate, 

3 months - - 6 43 
Bankers’ deposit rate wv 5 
Short money: 

Clearing banks’ minimum 5} 
Floating money .. .. 53-6 


* Preceding Friday. 
+ Lowered to 6% on 20.3.58, to 54 


1 


34-33 


0 


958 
44+ 
3% 


3 33 
23 


23 


Nov 18, Sept 22, Oct 27, 


1958 
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Nov 3, 
1958 


Per cent 


1958 


43 


w 
wo 
ne 


Nov 10, Nov 17, Nov 24, 


1958 1958 


2 


43 
y 
3% 


to Do 


3 
4 


3 
2) 
2 

3-3 


3 33 
3 
78 


2 
2 


24 
$283] 


°% on 22.5.58, to 5% on 19.6.58, and to 44 % on 14.8.58. 
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Original 
budget 
estimates, 
1958-59 
Total Inland Revenue we a 2,970 
Customs and Excise .. ina a 2,189 
Other revenue - - 280 
Total ordinary revenue . 5,439 
Debt interest (including sinking fund) 733 
Other consolidated fund “i ms 83 
Supply expenditure .. - 4,259 
Total ordinary expenditure 5 5,076 
Above line surplus or deficit .. . 364 
Net deficit below line - - 600 
of which 
local loans (net lending shown 
minus) . - —- 13 
loans to state industries, net = —478 
Total deficit . — 236 


I—The Budget 


* ities decrease in deficit. 


Expected 


change on 


1957-58 


out-turn 


+115 


32 
~ 49 


~ 24+ 


t Indicates net repayment. 





II—National Savings 


({£mns: Receipts into Exchequer reported during period) 


Savings 
Certi- Defence Savings Premium Total 
ficates Bonds Banks Bonds Small 
(net) (net) (net) (net) 
1952-53 +22.8 -10.7 -131.6 —- —119.5 
1953-54 +-19.0 + 0.3 — 79.3 — - 60.0 
1954-55 + 46.0 51.1 — 35.4 —- 61.7 
1955-56 + 19.7 +21.5 — 80.4 — —- 39.2 
1956-57 +72.0 + 3.2 — 20.6 +65.0 -119.5 
1957-58 -73.1 ca —- 2.4 + 58.3 108.5 
1957- 58 
April-Sept — 0.6 - 0.3 -18.6 - 38.0 19.1 
October .. — 2.0 - 3.4 - 7.3 - 5.2 7.1 
1958-59 
April-Sept +61.9 + 43.0 ~ 57.8 + 33.5 80.5 
October .. +13.8 +-13.3 -~ 9.4 - §.8 42.3 


THE EXCHEQUER FINANCES 


(£ millions) 





April 1, Change on 
1958, to corresponding 


Nov 15, period of 
1958 1957-58 
1,175.2 70.2 
1,416.7 - 39.8 

123.9 — 54.0 
2,715.8 - 56.0 
421.8 — 31.8 
47.6 ax. 

2,497 .0 -10.5 
2,966.4 —-18.4 
— 250.6 + 74.3* 
- 288.4 + §7.2° 

32.0} 54.8 
- 292.2 -32.0F 
- 539.0 - 131.6" 


Accrued 
Interest 


28. 


1.4 


+ Indicates increase in deficit. 


Total 
Defence Remain- 


Bond ing In- 
Maturity vested* 
-45.5 6,020.9 
-38.4 6,008.7 
—28.8 6,126.2 
—-50.8 6,123.6 
—38.9 6,124.0 
—38.4 6,240.0 
- 8.7 6,284.0 
- 0.4 6,295.0 
- 6.2 3,674.0 
—~ 0.2 6,417.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


I1i—Floating Debt 





(£, millions) 





Ways and Means Advances: 
Bank of England - — — 
Public Departments __.... 277.7 289 .3 
Treasury Bills: 


Tender 
Tap 








Beginning of April* | Nov 

- | 15, 

1956 1957 1958 | 1958 

| 

239.6 | 194.4 
3,240.0 2,860.0 3,120.0 | 3,370.0 
1561.2 1306.4 1,499.4 | 1,655.2 
5,078.9 4,455.7 4,859.0 | 5,219.6 








Change in three 
months to 


Nov 15, Now 16, 


1958 1957 
“one - 1.0 
15.0 —- 58.1 


-100.0 +210.0 
65.3 +436.6 





+ 150.3 +587.5 


* First return in each fiscal year (since split of ‘Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 
Nov 22, Sept 19, Oct17, Oct31, Nov7, Nov 14, Nov 21, 


1957 1958 1958 1958 1958 1958 1958 
Official Market 
Spot .. .. 2.80% 2.803 2.80% 2.803 2.808% 2.803 2.80% 
3 months .. 28cpm Hepm jcpm kc pm 4c pm cpm Akc pm 
Transferable .. 2.788 2.789 2.792 2.792 2.794 2.796 2.794 
Security® . . “a 2.774 2.77% 2.784 2.783 2.78 23 2.79 %. 


* New York market quotations. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 








Net Gold and Dollar Official Private 
Surplus (+) or Deficit (—) Financed by Reserves UK 
at End Dollar 
Net Special of Balances* 
Yearsand With With Surplus Ameri- Payments Change Period 
Quarters EPUt Other or can and in 
Areas Deficit Aid Credits Reserves 
1946 -~— ~— — 908 — +1123 + 220 2696 194 
1947 — —- — 1431 — +- 3513 —- 618 2079 267 
1948 —- _— —-1710 682 +- 737 — 223 1856 295 
1949 = ~o — — 1196 + 116 — 168 1688 236 
1950 + 14 +791 805 762 + 45 +1612 3300 257 
1951 —112 — 876 — 988 199 - 176 — 965 2335 508 
1952 — 276 — 460 — 736 428 - 181 — 489 1846 472 
1953 +113 + 433 + 546 307 - 181 + 672 2518 491 
1954 + 85 +395 + 480 152 — 388 + 244 2762 428 
1955 — 169 — 406 — 575 114 — 181 — 642 2120 480 
1956 — 211 — 415 — 626 66 + 573 + 43 2133 679 
1957 — 276 —114 — 390 26 + 504 - 140 2273 602 
1957: 
I + 20 — §84 - 64 13 +. 127 + 76 2209 645 
II + 12 - 21 - ) 4 + 177 + 172 2381 513 
III —193 — 326 —- 519 vy) - 21 — 531 1850 657 
IV —115 + 288 + 173 -— + 250 - 423 2273 602 
1958: 
I +103 +- 393 + 496 1 —- -- 497 2770 690 
Apr + 41 +-133 - 144. — — - 144 2914 
May + 86§ +115 120 5 — 125 3039 - 
June —- 27 1 70 - 43 _—- 6 + = 37 3076 734 
II — 11 318 + 307 5 6 - 306 3076 734 
July - 53 + 61 8 —- “== : 8 3084 
Aug — 39 - 65 26 - - 21 5 3089 
Sept - 17 48 31 - 31 3120 
IT] 109 174 65 \ 21 44 3120 
Oct 28 82 54 —— 54 3174 
Main Special Items Detailed ¢ 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Service of US and Cana- 
1947-49 IME loan © 300 dian loans, etc, each 
1948 South African loan e 325 per annum ' .. 181 
1956 Sale of Trinidad oil _ = 1954 EPU funding payment ee Oe 
Sale of US Govt bonds. . 30 IMF repayment . .. 1088 
IMF loan , ;, 561 1956 IFC subscription 14 
1957 India’s IMF loan 200 1957-58 Anglo-German debts pay- 
Return of interest on U Ss ment .. e - 21 
loan - 104 
Export- Import Bank .. 250 


* Source: Federal Reserve Bulletin. 

+ Portion of deficit or surplus settled in gold (in month following each accounting period). 

t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 

§ Remainder of 1947-49 loan repaid in sterling. 
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Statement to Stockholders 
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HE Right Hon. The Earl of Airlie, 
K.T., Governor of the Bank, has cir- 
culated a Statement with the Accounts, 


| of which the following is an extract :-— 


I desire in the first place to refer in sorrow 
to the great loss which we have suffered by 
the death last June of our distinguished 
colleague, Sir Ernest Maclagan Wedder- 
burn, D.L., LL.D., W.S., who had been a 
Director of the Bank since 1937. 

To fill the vacancy, the Board will 





recommend with pleasure to the Stock- 


‘ holders at the Annual Court of Proprietors 
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§ the election of Sir Hugh Watson, 


M.A.., 
LL.B. 


Balance Sheet 

The Balance Sheet once again reveals a 
strong and satisfactory position. 

Notes in Circulation show a small decline 
of £80,000. ‘This is the first occasion for 
ten years when a decrease has been recorded, 
and, although the average over the year was 
higher than that for 1957, there are signs 
that the sharp upward movement in our 
circulation figures, so marked in recent 
years, is now tapering off. If, as seems 
probable, this is associated with the meas- 
ures to arrest inflation, then the present 
trend is to be welcomed. 

The most gratifying feature of the 











= year. 


® fall 


Balance Sheet is the increase of £3? mil- 
lion in Deposits to £814 million achieved 
in the face of continued keen competition 
from sources outside the banking system. 
The increase is all the more satisfying as it 
has been built up steadily throughout the 


Acceptances, Guarantees, etc., show a 
of £778,000 as compared with a 
vear ago. 

Under Assets, cash, cheques, money at 


\call and Treasury Bills total just over £30} 


ay ae 





: re ees 


million and represent a ratio of 31.79 per 
cent. to the aggregate of Deposits and 
Notes in Circulation. 

Our Investments in the Balance Sheet 
are shown at 41,048,000 as _ against 
[39,586,000 on the corresponding date last 
vear—an increase of almost £13 million, 
reflecting in part the increment to our 
Deposits. The investments in_ British 
Government Securities, all of which are 
tedeemable at fixed dates, are entered at 





Hbelow cost and under redemption price. 
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BANK 


by the Governor, Lord Airlie 


The market value of these investments at 
the close of our financial year was in excess 
of the book value. 

Advances show a rise of almost £2 mil- 
lion, compared with the figure of twelve 
months ago. Because of the impact of 
credit restraint there was a downward trend 
in the earlier part of the year under review. 
Seasonal requirements of our customers, 
however, coupled with the relaxation of 
restrictions, have recently caused our lend- 
ings to take an upward swing to the present 
hgure of £26,172,000. Our advances con- 
tinue to be well spread. 

A modest rise of £14,000 is shown in 
Bank Premises and other Property and our 
total resources have expanded by almost 
£3 million. 


Profits 
At £286,529 net profit for the year is. up 


by £5,972 on last year’s figure. When the 
sum of £200,665 brought forward from last 


year is added to the year’s profit, the 
amount available for distribution 1s 
£487,194. ‘Transfers have been made, as 


before, of £85,750 to Staff Pension Fund 
and £75,000 to Contingencies Account. 
£64,687 10s. has already been applied in 
payment of the dividend for the half-year 
to 31st March last at the rate of 18 per 
cent. per annum, less Income ‘T’ax, and it 
is now proposed to devote a like sum to- 
wards a distribution at the same rate for the 
second half of the year, after deducting 
Income ‘T'ax, leaving the balance of Profit 
and Loss Account to be carried forward at 
£197,069. 

These results, achieved in a year of con- 
siderable difficulty, can be regarded as not 
unsatisfactory. 


Staff 


Nothing is more encouraging than to 
receive, as I frequently do, unsolicited 
testimony to the high standard of service 
provided by our Staff, all of whom are 
rightly jealous of the great traditions of this 
old Institution. They are set a splendid 
example by Mr. Anderson, our General 
Manager, who does not spare himself in 
the promotion of the Bank’s interests in 
every sphere, and to him and all who serve 
so loyally under him our thanks are due in 
generous measure. 





THE COMMERCIAL BANK OF 


SCOTLAND LIMITED 


Merger of Interests with National Bank of Scotland 





Name to be Changed to National Commercial Bank of Scotland Limited 


Extended Participation in Hire Purchase Finance 


The Rt. Hon. Lord Saltoun’s Statement 


HE Annual General Meeting of Share- 

holders of the Bank will be held in the 

North British Station Hotel, Edin- 
burgh, on Thursday, December 18, 1958, 
at 12 noon. 

The following is the Statement by The 
Right Hon. Lord Saltoun, M.C., Governor 
of the Bank, which has been circulated to 
Shareholders with the Report and Accounts 
for the year ended October 25, 1958 :— 

It is appropriate that I should begin this 
Statement on a personal note. It was with 
deep regret that we learned of the death of 
Lord Rotherwick, our Governor, in March 
last. Lord Rotherwick’s association with 
the Bank stemmed in the first instance from 
the close banking relationship which’ we 
have had for many years with his family 
and their shipping interests and later de- 
veloped into a direct personal association 
on his election in 1943 as an Extraordinary 
Director and as Deputy Governor in 1948. 
He became Governor in August, 1954, and 
until his death we had the benefit of his 
wide business experience and sincere per- 
sonal interest in our affairs. 

The Board of Ordinary Directors have 
honoured me by their invitation to succeetl 
Lord Rotherwick as Governor and present 
this annual Statement to Shareholders, and 
I am happy to say that Sir W. Nicholas 
Cayzer, Bart., who succeeded his uncle as 
Chairman of British & Commonwealth 
Shipping Company Limited, recently ac- 
cepted the invitation of the Board to 
become an Ordinary Director and his re- 
election will be proposed at the Annual 
Meeting. 


Merger of Interests 


During the past year the most important 
matter relating to our domestic affairs has 
been the proposed merger with the National 
In August Shareholders 


Bank of Scotland. 
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were advised that full agreement had been 
reached at Board level on the form which 
the merger would take, on the basis on 
which shares would be exchanged and on 
the name of the combined institution, 7.e. 
National Commercial Bank of Scotland 
Limited. Since then we have held an 
Extraordinary General Meeting of Share- 
holders at which the resolutions for the 
elimination of the uncalled liability on our 
‘“A”’ shares were unanimously approved. 
We are now seeking the confirmation of 
the Court of Session to this reduction of 
capital. ‘The final stage in the procedure 
will be the submission for the consideration 
of the Court of Session of a Scheme of 
Arrangement and Amalgamation. We are 
advised by our Solicitors that the final 
decision by the Court cannot be expected 
for some months after the presentation of 
the Scheme and accordingly the full merg- 
ing of interests of the two Banks may not 
be achieved until May or June of next year. 
We have also, during the year, taken 
several important steps to broaden and 
extend our interests in the Hire Purchase 
field. In the Governor's Statement a year 
ago reference was made to our intention to 
extend our finance company interests to 
Southern Rhodesia. This was duly achieved 
by the formation of Scottish Rhodesian 
Finance Limited (in which we have a major 
interest), with The London & Rhodesian 
Mining & Land Company Limited as our 
associates. Later in the year we formed a 
South African company, South African 
Scottish Finance Corporation Limited, in 
association with British & Commonwealth 
Shipping Company Limited, and I am glad 
to report that these African Comparue* 
have already made encouraging progress. 


Hire Purchase Finance 
I am sure that you are all aware of the 
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§ recent change in the official attitude towards 





direct participation by Banks in Hire Pur- 
chase finance. ‘This Bank pioneered such 
garticipation when it acquired a 100 per 
cent interest in Scottish Midland Guarantee 
Trust Limited in 1954. It was quite evident 


ito us at that time that the Authorities and 


the British Banks reserved judgment on the 
merits of such a departure from traditional 
banking practice. We were confident, how- 
ever, that it was only a matter of time until 


‘other Banks joined us in this field, and 


that has turned out to be so. 

In recent months we have been associated 
with Lloyds Bank and with the National 
Bank of Scotland in a spreading of our 
Hire Purchase interests. A successful bid 
was made for the equity of Olds Discount 
Company Limited and this is being fol- 
lowed by an offer to acquire the Preference 
Stock of that Company. Olds Discount 
have specialised in the financing of con- 
sumer goods and are therefore comple- 
mentary to our Subsidiary Companies 
where the concentration has been on 





eb 














vehicles and plant. It is the intention of 
the three Banks to form a new Holding 
Company in which Lloyds Bank and the 
combined Scottish Bank will each have a 
50 per cent interest. All the shares of 
Scottish Midland Guarantee Trust and of 
Olds Discount will be transferred to, and 
held by, the new Company. ‘This new 
Hire Purchase group will operate from some 
90 Branch Offices and will be actively 
engaged in every side of Hire Purchase 
finance. 


Britain’s Economic Climate 


During the past year there has been a 
complete change in Britain’s economic 
climate. ‘The inflationary pressure has, 
temporarily at least, ceased to be the major 
factor in the economy. In recent months 
the country has shown some of the symp- 
toms associated with a trade recession, 7.e. 
a falling level of industrial production and 
an increase 1n unemployment, and the 
Government has announced a series of 
measures which all involve a change in 
emphasis from restriction to expansion. 
For Bankers the most important measure 
was the ending of the credit squeeze in 
July, and the restoration of a large measure 
of freedom in the conduct of our business. 
In ending the credit restrictions the Authori- 
ties indicated that when we next enter a 
period when restraint is necessary new 
methods of control will be tried, and in 
particular that any excessive liquidity in 
the Banking system will be channelled off 
into Special Deposits which will then be 
frozen for as long as the Authorities con- 





XXX] 





The success of such an 
experiment is by no means assured, but it 
is certainly desirable to avoid a repetition 
of the uneven and inequitable methods of 


sider necessary. 


restriction adopted in recent years. In the 
three months since the end of restrictions 
there has been no major upsurge in bank 
advances, and it is doubtful whether any 
marked increase in the credit needs of 
industry and commerce will emerge until 
confidence in the short-term future of 
British business is restored. 

I would now like to refer to the experience 
of this Bank during a year of changing 
climate. As the Governor stated last year, 
a Bank such as ours, with a relatively large 
amount of interest-bearing deposits, will 
tend to lose rather than gain during times 
when interest rates are high unless there 
are compensating factors such as improving 
yields on investments and greater liquidity 
with advantageous money market rates. 
I am glad to say that these compensating 
factors have been in our favour and the 
outcome for the year shows a measure of 
improvement. 

As you may know, the Scottish Banks 
during the year were reluctantly compelled 
to increase their charges to customers for 
banking services. ‘These charges had re- 
mained unchanged for some five years 
during which time our costs had been con- 
tinuously rising, and the extra benefit which 
we now receive is not nearly commensurate 
with the aggregate increase in costs. 


The Accounts 


I shall now comment on some of the 
main items which appear in the Annual 
Accounts. 

The Bank’s Deposits at almost £124 
million show a modest increase of {£1} 
million. ‘This is the second year in suc- 
cession in which our Deposits have in- 
creased, but these are still below the figure 
of £130 million in October, 1954, before 
the period of severe credit restriction. 

The Note Circulation for the first time 
in 10 years shows a contraction of £350,000 
at fully £20 million. This is evidence of a 
diminution in the flow of cash and prob- 
ably reflects a reduction in total money 
wages paid in Scotland. 

Our liquidity ratio which we measure by 
comparing our liabilities to the public (by 
way of Deposits and Notes) with our cash 
and other quick resources of £59} million 
(the first group of assets in the Bank’s 
Balance Sheet) is well maintained at 41.1 
per cent compared with 41.9 per cent a 
year ago. 

Our Government investments have in- 
creased by £1.5 million and are shown at a 





book value of £46.9 million. ‘The market 
value of these investments is noted in the 
Accounts at £45.5 million, and once again 
we have not thought it necessary to write 
down the book value of these investments 
by any transfers from reserves or contin- 
gency accounts. ‘The portfolio consists 
entirely of stocks redeemable at par at 
fixed dates and average life is approximately 
74 years. 

In connection with the merger with the 
National Bank of Scotland we obtained a 
professional valuation of our Bank offices 
and other properties and, as we expected, 
this disclosed a large surplus over the figure 
of £2,650,000 at which these Bank Premises 
are stated in the Accounts. 

The Bank’s Advances to the public, as 
shown in the Consolidated Balance Sheet, 
have increased slightly during the year 
by £1.7 million to £37.4 million. In the 
early part of the year the advances tended 
to fall, but this trend was reversed after 
the termination of credit restrictions. 

The continued progress of our Sub- 
sidiary Companies is demonstrated in the 
increase of {4.2 million to £17.5 million 
now outstanding on Hire Purchase and 
similar contracts. The bulk of this increase 
has been financed out of deposits from the 
public. 

The Consolidated Profit and Loss Ac- 
count shows a Net Profit after T’ax of 


£543,963, an increase of £48,646 compared 


with last year. ‘This improvement is in 
large measure due to the continued suc- 
cessful development of our Hire Purchase 
interests. Out of this Profit the Directors 
have appropriated £150,000 to Contingency 
Account and £100,000 to the Officers’ 
Pension Fund and have again contributed 
£10,000 to the Widows’ and Orphans’ 
Fund. ‘They now propose that the final 
dividend to the ‘‘ A’’ Shareholders should 
be 75 per cent (making 123 per cent for 
the year). The final dividend on the “ B’”! 


shares is at the rate of 5 per cent (making 
10 per cent for the year). Subject to the 
approval of these recommendations the 
amount carried forward on the Consolidated 
Profit and Loss Account will be increased 


from £150,465 to £154,116. 


Future Pattern of Administration 


In the merger discussions with the 
National Bank of Scotland the two Boards 
of Ordinary Directors have given much 
thought to the future pattern of adminis- 
tration of the combined Bank. For many 
years each Bank has appointed a Governor, 
Deputy Governor, and a Board of Extra- 
ordinary Directors. ‘The persons occupying 
these offices have not taken any part in 
active administration, which is a responsi- 
bility resting entirely on the shoulders of 
the Ordinary Directors. It is thought— 
and I may say that I entirely agree—that, 
on the merger of the two Banks, the now 
orthodox structure of administration should 
be adopted, with a Board of Directors 
(including a Chairman elected by the 
Board) having the entire administrative 
responsibility. It is accordingly recom- 
mended that the offices of Governor, 
Deputy Governor and Extraordinary Di- 
rector should be allowed to lapse. I feel 
sure that this proposal will be acceptable 
to Shareholders and, in anticipation of that 
decision, I would like to take this oppor- 
tunity of thanking the Extraordinary Direc- 
tors for their sustained interest in the 
affairs of the Bank and their ready support 
which we have always enjoyed. 

I would also like to thank the General 
Manager, the other Officials, and all of the 
Staff in the many parts of the country 
where we are represented for their effective 
and energetic services. I would also pay 
tribute to the Managing Directors and Staff 
of our most active Subsidiary Companies 
in this country and in Africa. 
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OFFICE LTD 
63 THREADNEEDLE STREET, LONDON, E.C.2. 
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Guaranty Trust Company 
of New York 


London Office 
33 LOMBARD ST., PLOUGH COURT, E.C.3 








Head Office 
140 BROADWAY, NEW YORK 


PARIS BRUSSELS 


Incorporated with limited liability in the state of New York, U.S.A. 
































BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 











CAPITAL FULLY PAID a0 ee - Rials  2,000,000,000 
RESERVES (Banking Department) .. ‘« Rials 659,000,000 
DEPOSITS. sé ps r+ a ‘i Rials 29,401,148,683 


Governor and Chairman of Executive Board : HIS EXCELLENCY EBRAHIM KASHANI 
Head Office ; TRHRAN, IRAN | 
Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative: One Wall Street, New York 
The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous branches 
in Iran deals with every description of Banking business. 
ADMINISTERS NATIONAL SAVINGS 
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WHAT THE 


BURNLEY BUILDING SOCIETY 
OFFERS YOU 


GENEROUS INTEREST 34% income 
tax paid, equivalent to £6.1.9. per 
cent when income tax is paid at the 
standard rate. 


ARMOUR-PLATED SECURITY Assets 
of over £51,000,000, including liquid 
funds of over £7,000,000. Reserves 
exceed £2,000,000. 





EXCEPTIONALLY EASY WITHDRAWAL 
The Burnley Building Society service 
is outstandingly swift and consider- — 
ate, against a background of ample — 
liquidity. 

Write for full details of our service to 

investors to: Head Office, Burnley; to any 

of our Area Offices: ! 


BURNLEY BUILDING SOCIETY 


IIO HIGH HOLBORN, LONDON, W.C.I 
42 CASTLE STREET, LIVERPOOL 2 TEMPLE STREET, BIRMINGHAM 2 
or to any Branch Office or Agency 


25 PRINCESS STREET, MANCHESTER 2 





vy MEMBER OF THE BUILDING SOCIETIES ASSOCIATION 








COLOMBIA 
MEANS BUSINESS 


LET US HELP YOU INCREASE YOURS 


Opportunities in Colombia for European business are increasing every year. Trade 
connections are becoming more profitable. 
there, why not let us assist you with your collections and letters of credit? 


Whatever your requirements, we have special departments handling every phase and 
facility of banking. More and more progressive European banks and business firms 


With an eye on your business future 


making use of our extensive organization established for over 45 years. 


We invite your enquiries 


BANCO COMERCIAL ANTIOQUENO 
Established 1912 
Cable address for ail offices—Bancoquia 
$30,000,000 — Pesos Colombian 
$33,000,000 — Pesos Colombian 
$6,600,000 — Pesos Colombian 
General Manager: Antonio Derka 


Head Office: MEDELLIN, COLOMBIA, SOUTH AMERICA 


CAPITAL PAID-UP: 
SURPLUS: 
OTHER RESERVES: 


BRANCHES: Armenia 
BOGOTA (9). Bucaramanga, 


Medeliin (4) Mont Neiva, 
Soma Monteria, Neiva, 


Buenaven 
ta. Banco, Girardot, Ibagué. Lorica 
Palmira, Pasto, Pereira, Poste 
Sogamoso, 


Barranquilla 
0), Cartagena, 
, Maga Maniza 
rrio, San Gil, 
Tulua, Vélez (S) 


(3), 
ee. See SS ° 
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